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Condensed Statement of Condition, December 31, 1946 


RESOURCES 


Cash on Hand and due from Federal Reserve 
Bank and Other Banks . 
U. S. Government Securities . 
State and Municipal Bonds . 


Other Securities .. 
Loans and Bills Purchased . 
Bonds and Mortgages . 
Bank Buildings . 

Other Real Estate 

Other Resources . 


LIABILITIES 


Capital 

Surplus .. 

Undivided Profits 

Reserve for Contingencies . 
Dividend payable Jan. 2, 1947 
Deposits 

Reserve for Taxes, Expenses, etc. 


$ 59,770,278.72 
147,846,449.26 
5,450,645.68 
2,679,570.01 
33,633,509.15 
825,278.91 
2,500,000.00 
1,000.00 
703,471.35 





$253,410,203.08 


$ 8,200,000.00 
5,600,000.00 
1,637,401.44 
1,220,497.73 
205,000.00 
235,134,367.49 
1,412,936.42 


$253,410,203.08 








United States Government and State and Municipal bonds carried at $22,517,105.13 
are pledged to secure public deposits and for other purposes, as required by law. 


One of the Oldest Trust Companies in the United States 


MEMBER NEW YORK CLEARING HOUSE ASSOCIATION 
FEDERAL RESERVE SYSTEM AND FEDERAL DEPOSIT INSURANCE CORPORATION 





m STATEWIDE 
TRUST 


CALIFORNIA 


This bank offers the most extensive 
trust service in California through 
fully equipped trust departments in 
branches Toeated at strategic points 
throughout the state. 


Bank of America 
NATIONAL TRUSVA22 ASSOCIATION 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
MEMBER FEDERAL RESERVE SYSTEM 


Main offices in the two reserve cities of California 
San Francisco — Los Angeles 








TO ACT FOR YOU 
in 
CONNECTICUT 


Equipped by knowledge and ex- 
perience to act for you in any 
fiduciary capacity, Connecticut's 
oldest bank invites you to use its 
services whenever you desire a 
qualified representative in this 
state. 


Established 1792 


Resources over $130,000,000 


Hartford National 
Bank & Trust Co. 


HARTFCRD, CONNECTICUT 


Member Federal Deposit Insurance Corp. 
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Editor's Easy Chair 


In which we present pertinent 
observations and information in 
letters received from our readers. 


GHOST OR BURGLAR? 


I think your editorial (The Ghost in the 
Profit Statement) in the December “Journal 
of Capital” was altogether wise. Your idea has 
been an old hobby of mine which I have com- 
mented upon frequently in discussions regard- 
ing the securities acts. 


The reliance upon factual data, to the almost 
complete disregard of the intangible elements, 
has always seemed to me to be a mistake. I 
recognize the difficulty of giving a factual 
appearance to matters which are, at best, mat- 
ters of judgment. Even as to the pure account- 
ing data, the general public has looked upon 
such reports as having more of a factual 
character than I believe they possess. Without 
lessening the value of the so-called facts, it 
has seemed to me that they are in large part 
a reflection of the judgment of the accountant 
and these reports are, by all odds, the best 
we can get, but I think they do not afford an 
adequate basis for judgment as to security 
value. 

JOHN M. HANCOCK, 


United States Renresentative, United 
Nations Atomic Energy Commission 


New York 


I believe that your own concluding sentence 
in the editorial, “‘The Ghost in the Profit State- 
ment,” is the heart of the matter (public re- 
lations cooperation of trustzes and corpora- 
tions): “until a company effectively demon- 
strates the identity of its profitability with the 
welfare of its employes and communities, it 
cannot be regarded as an attractive place for 
investment.” 

The end is obvious, the means require search- 
ing thought and experiment. Our company is 
actively working on such a program and it 
would be fair to say that industry generally 
is turning its eyes more and more in this di- 
rection. 

JOHN D. BIGGERS, 


President, Libbey-Owens-Ford Glass Co. 


The points which you make in your editor- 
ial, “The Ghost in the Profit Statement,” 
(December issue) are so interesting that I 
am making reference to them in the Editorial 
Comment section of the January issue of The 
Controller. 

ARTHUR R. TUCKER, 
Managing Director, Controllers 


New York Institute of America 





“SCW” Explanation 


Referring to the letter of Mr. Redfield which 
was published in the November issue (p. 412) 
and in which he points out that the spend- 
thrift clauses in our “Standard Clauses for 
Wills” do not conform to the Connecticut 
statute, perhaps our readers are entitled to 
an explanation. 


The clauses were originally published serial- 
ly in Trusts and Estates as a replica of a 
system actually in operation in our office, and 
it was not originally known that they were 
to be offered in reprint form. This came only 
after rather insistent demand developed. We 
did, of course, try to incorporate what we 
knew of the law of other states, but no at- 
tempt was made to check these clauses against 
the statutory and case law of forty-eight 
states. That would have been a monumental 
task and perhaps an impossible one. 


I believe that Mr. Montgomery has the right 
idea in his article appearing at page 461 of 
your November number, where he says that 
standard clauses may be used as guides and 
reminders but not as fixed forms suitable for 
every will. It was our thought that, seeing 
what had been done in a Missouri law office, 
the lawyers of other states could adapt the 
system to their needs with much less labor 
than they could develop a system from the 
ground up. 


RALPH R. NEUHOFF, 


St. Louis, Mo. Attorney at Law 


Simplifies Tax Matters 


The regular articles on Current Federal Tax 
Notes, written by Samuel J. Foosaner, have 
been most instructive in text and interesting. 
Mr. Foosaner has the capacity to simplify 
matters which at first glance appear technical 
and difficult of comprehension. I have passed 
around to my associates many of his articles 
and in all cases the enthusiastic response in- 
dicated favorable readers’ reaction. I am look- 
ing forward to reading more of these interest- 
ing articles from time to time. 


LEON GILBERT SIMON 


New York Insurance author and teacher 


Keep Up Good Work 


Your new manner of presenting “The Journal 
of Capital” is interesting and easy to follow. 
It is convenient to find the articles in which 
we are most interested, and makes your pub- 
lication more beneficial to us. Keep up your 
good work. 


EMANUEL A. HYMAN, 


E. A. & D. G. Hyman Organization 
Baltimore, Md. Estate Analysts 


PARKE-BERNET 
GALLERIES - Ine 


30 EAST 57TH ST., NEW YORK 22 


Dublic Auction Sales 
Specialists in liquidating at pub- 
lic auction art, literary and other 
personal property for attorneys, 

trust officers, executors of 
estates and others 
Unsurpassed gallery facilities, 
skilled and experienced person- 
nel, effective and efficient meth- 
ods, perfected during many years 
of conducting public auctions* 


HIRAM H. PARKE, President 


ARTHUR Swann, Lesuie A. Hyam, Vice Presidents 


Epwakp W. Keyes, Secretary and Treasurer 


*Tllustrated brochure available to trust 
officers and law firms on request 





TRUST SERVICE 
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SPECIALTIES 


OF THE SOUTHEAST’S 
OLDEST NATIONAL BANK 


FIRST NATIONAL BANK 


ATLANTA, GEORGIA 


Member Federal Deposit Insurance Corooration 
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Attorneys, Banks and Insurance Companies 


BARNES and NOBLE, Inc. 
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Statement of Condition December 31, 1946 


RESOURCES 


Cash and Due from Banks 

Loans and Bills Purchased . , , 
United States Government Obligations . 
State and Municipal Obligations . 
Other Bonds. . i 
Federal Reserve Bank Setek . 

Real Estate Mortgages . 

Banking House . 

Accrued Interest Receivable . ‘ 


Total . 


LIABILITIES 


Capital Stock 

Surplus Fund 

Undivided Profits . 

General Reserve-. 

Deposits 

Reserved for Taxes, Interest, Expenses, ete. 
Unearned Discount ‘ 


Dividend Payable January  § 1947 . 
Total . 


$ 28,524,977.46 
27,914,704.94. 
90,398,153.69 
7,378,000.00 
3,850,000.00 
840,000.00 
4,123,713.15 
1,475,000.00 
563,418.21 


$165,067,967.45 


$ 4,000,000.00 
24,000,000.00 
2,810,528.33 
1,060,000.00 
131,862,064.05 
975,732.96 
9,642.11 
350,000.00 


Securities carried at $5,965,000.00 have been pledged to secure United 
States Government War Loan Deposit of $4,090,389.00, and for other 
purposes as required or permitted by law. 


TRUSTEES 


WILLIAMSON PELL, Chairman of the Board 


BENJAMIN STRONG, President 


Joun J. Pueips Rotanp L. REDMOND 
JouHn SLOANE HamiLton HapDLey 


Joun P. Witson Francis T. P. PLimpton 


BarRKLIE HENRY Joun Hay WuitNEY 
GrEorcE DE Forest Lorp 


Member 
Federal Reserve System 


G. Forrest BUTTERWORTH 
James H. Brewster, Jr. 
Epwin S. S. SUNDERLAND 
HERMAN FrascH WHITON 
Joun M. Harian 
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GREAT ARMY OF THE FACELESS 


Comparison of Income Position of Wage-Earner and Investor 
1939-1945 


Editorial 


ILLIONS of people are now or soon 

will be dependent on pensions. More 
millions are dependent on trust funds, in- 
surance policies and savings accounts. They 
are the great army of the Faceless; unor- 
ganized, unvocal and unsung. 


The picture of deprivations to industrial 
workers or farmers, caused by higher costs 
of living or by any diminution of income, 
excites sympathy and action. Politicians, 
labor and farm leaders are ever fighting 
their battles; their representation is effec- 
tive, and the public can visualize them as 
fellow-citizens, neighbors, consumers whose 
welfare is of prime importance. 


The national income has made sensation- 
al gains (130%) since 1939, when it to- 
talled $70 billion; in 1945 it amounted to 
$161 billion. Wage-earners and _ salaried 
employees, taken as a group, did better 
than the average (152% increase), receiv- 
ing $44.2 billion in 1939, $111.4 billion in 
1945. These increases took place while the 
cost of living index rose from 99.4 to 128.4. 


UT what about the people whose sav- 

ings are invested in government bonds, 
in the bonds and stocks of American enter- 
prise—the. people who furnish the tools of 
industry? We are not speaking of a few 
“capitalists”, but of all the millions who 
depend upon the return from their savings 
to support themselves and often their fam- 
ilies, the millions of pensioners, children, 
aged, incapables. 

Dividend payments by the 629 corpora- 
tions tabulated by the Federal Reserve 
Board showed an increase of 6.6%, com- 
pared with the 29% rise in living costs dur- 


Yield on Gilt-Edge Bonds 
Declined Sharply in ’46 


During 1946, income on gilt-edged bond 
investments broke through the floor of the 
Government-sponsored wartime interest 
structure to yield levels which, in terms of - 
commodity prices, would buy less than at 
any time since the Civil War. 

The low point was registered in April, 
when the return on taxable Victory 2%s 
of 1967-1972 moved to a level thirty-eight 
basis points under that at which the loan 
was floated last year. Tax-exempt municipal 
yields moved to a new low of 1.29 per cent, 
as measured by the Bond Buyer’s index, and 
Moody’s AAA corporate yields broke 
through 2% per cent to 2.45 per cent. 


New York Times, January 1947 


ing the same period—and that cost had ris- 
en another 20% by October 1946. 

The yield on bond investments declined 
during the six years: long-term U. S. gov- 
ernments from 2.41% in 1939 to 2.02% 
average in 1945, and corporate bonds (as 
recorded by the Treasury Department) 
from 2.68% to 2.54%. This is a great decline 
from the days of ’’six per cent with safety.” 
The cheap-money policy has been very ex- 
pensive to those who depend on income from 
their bonds, directly or through the inter- 
mediary of life insurance annuities, sav- 
ings accounts or legal trust funds. 


HE cheapest labor on the market today 
§ that represented by the savings from 
past labor invested in the tools with which 
our industrial plant operates. People who 
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conscientiously put aside savings of 100 
cents on the dollar in 1939 now find their 
money worth only 68 cents. Counting on at 
least 5% earnings on their bond invest- 
ments, they have taken up to a 50% cut in 
dollar income, besides the 48% cut in pur- 
chasing power of their smaller number of 
dollars. 

Where are their champions, where are 
their defenders against constant pillage by 
loose fiscal policies and unsound wage de- 
mands? Have not tools provided by their 
capital been the means by which today’s 
labor and management have been able to 
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achieve greater production and high wages? 


This is no issue of Capital versus Labor; 
it is merely a call for justice and fair pay- 
ment for those investors—big and little— 
who put part of their past labor into tools. 
These savings were entrusted to two groups 
of trustees: the savings, insurance and 
trust institutions, and the corporations. 
Those who depend, in whole or in part, on 
the value and income from their savings 
have a right to expect their trustees to 
make their fellow Americans understand 
the value of their contribution and its right 
to a fair “wage.” 


EMPLOYE STOCK PURCHASE PLANS 


Are They a Benefit or a Danger ? 


T IS logical and desirable that corpora- 

tions seek all appropriate ways for align- 
ing the interests of the employe with those 
of the corporation, and imperative that em- 
ployes recognize the extent to which they 
are concerned with or benefitted by capital 
and profitability. 


But two elements do not belong in this 
picture. Any plan born of paternalism is ar- 
bitrary and comes to be taken for granted, 
sometimes even resented as of a charitable 
nature. And any plan where the risks are 
not understood, and security may be threat- 
ened is dangerous. 


With quite a large number of companies 
providing plans for employe stock pur- 
chase, and some additional concerns con- 
sidering them, certain considerations be- 
come timely. In the first place, it is self-de- 
ception to think that, because an employe 
has a few shares of his company’s stock, 
he considers himself a capitalist, or that 
his interests become the same as the in- 
vestor’s. He may, for one thing, be discour- 
aged at the role of a ten-share partner. 


ROBABLY the chief difficulty, even in 

the best-intentioned stock option or 
purchase plans, is the “all eggs in one bas- 
. ket” condition which they create. The time 
when an employe will most need to rely on 
his savings or capital is the time when he is 
out of a job. If he has become unemployed 
because the company has cut its payroll, 
the same conditions will militate against 
the value of the stock. Thus he will suffer a 


double loss, and have double disillusionment 
in the company and in capital generally. 

In case of voluntary retirement from 
employment, provisions for repurchase of 
his stock may embarrass the company. 
Some companies making such provisions 
for repurchase have found employes leav- 
ing the company, when the market value of 
the stock is considerably lower, in order to 
get the refund. 


Then too, as most of an employe’s obliga- 
tions are in dollars, it is a question wheth- 
er the stock investment of savings, to any 
extent, is not too much a luxury. Obviously, 
the average worker would call upon his re- 
serves most in times when business—and 
security markets—are depressed. He may 
then, if not before, blame the management 
for “selling” him short. The experience of 
1929-30 is still too fresh in many minds, 
with some paying off for years after, or the 
company taking the loss. 


The only investor who will not blame 
someone else is the one who fully under- 
stands the risks. He goes into the market 
on his own terms and keeps posted on devel- 
opments which may affect his security. It 
is doubtful if most companies with stock 
purchase plans are in a position to advise or 
even keep the employe-stockholder posted 
on such developments. And if they did so 
for employes only, it would appear discrim- 
inatory. 


HERE are qualifications or alternatives 
however. Where the more direct form 





of profit-sharing is used by a company to 
identify the welfare and interests of em- 
ploye and stockholder, some part of these 
profits might be suitable for investment in 
the company’s stock—outright, not on com- 
mitment. Where extra compensation to 
workers is tied in with dividend payments, 
the employe has a better understanding of 
the volatile nature of the earnings and can 
more readily understand the market fluc- 
tuation risks. Also, he has become a stock- 
holder from profits rather than at the ex- 
pense of his regular wages. 


The composite or common trust fund now 
made available to those building up modest 
estates, may well be explored to see if they 
can provide, for employes of a corporation 
or the several corporations in their com- 
munity, the advantages of diversification, 
expert management, more understandable 
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accountancy, and conservative management 
at a minimum of expense. 


The type of stock option plans which pro- 
vide a set price for purchase of shares by a 
select few, such. as executive officers of the 
company, are another problem. While in 
new or sick businesses, such compensation 
may be necessary and justified to attract 
superior executives, the use of such plans 
to compensate for income taxes may be 
considered evasion of a citizen’s duty, and 
also discriminatory toward the other stock- 
holders. With the wide-spread holding of 
ownership today, many stockholders may 
feel this to be too clubby a melon-splitting. 
There are undoubtedly benefits to be gained 
from sharing the fortunes of an enter- 
prise, but this is a risk which must be un- 
derstood from first to last, and applied 
without incurring employe, stockholder or 
public charge of discrimination. 


LABOR DIRECTORS 


7HEN WALTER REUTHER of UAW- 
CIO proposes a $12,000,000 war chest 
for the next round, just what issue does he 
think will be so difficult to settle through 
“genuine collective bargaining in good 
faith” on both sides of the table? Could the 
General Motors strike of a year ago have 
been settled quickly for five cents an hour 
for the workers and a place on the board of 
directors for Mr. Reuther? 

Just a year ago at the President’s Labor- 
Management Conference, management dele- 
gates proposed and labor delegates rejected 
specific definitions of exclusive functions 
and responsibilities of management. The 
labor report said, “The responsibilities of 
one of the parties today may well become 
the joint responsibility of both parties to- 
morrow.” 

The subject for the current intercolle- 
giate debate competition is, “Labor should 
share in management.” Variations are re- 
ported, such as “have a share” or “have a 
greater share” but all add up to the same 
thing. : 

Even more unusual, churches are’ sched- 
uling forums on the question, “Shall the 
church support labor’s demand for a share 
in management?” For one debate in the 
New York area, management and labor 
were invited to supply speakers. The labor 
delegate backed out and his place was filled 


New CIO Pamphlet 


HE record shows that labor has proved 

it can share in management and that 
it has special knowledge to contribute to- 
ward the making of wise decisions, says a 
pamphlet published this week by the CIO 
Dept. of Education & Research. 


The pamphlet, entitled “Should Labor 
Have a Direct Share in Management?” 
is available free from the Department, 718 
Jackson Pl., N. W., Washington, D. C. 

In 31 pages, the pamphlet develops facts 
to show that: 


“In numerous situations, before the war, 
unions called in to assist management turn- 
ed a business which was losing money into 
one that could hold its own in the competi- 
tive market. 


“During the war, labor, by its suggestions 
and aid in production and manpower prob- 
lems, helped to increase production in 5,000 
factories, mines and shipyards. In peace- 
time it can also help to make ‘a bigger 
pie to divide.’ ” 


A foreword by CIO Pres. Philip Murray 
points out that “labor does not question 
management’s right to run business.” How- 
ever, Murray says, “there is a growing 
need for a closer linking of authority and 
technical knowledge.” 


—CIO News, 12/30/46 
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by a minister representing the Industrial 
Relations Division of the Federal Council 
of Churches of Christ in America. 


The reverend spokesman for the affirma- 
tive asserted that questions of wages and 
hours cannot be separated from questions of 
profits and prices. Therefore, he argued, 
since wages and hours are subject to col- 
lective bargaining so too should be prices 
and profits. But he professed to know of no 
place where labor wants to take over man- 
agement. 


What Are the Principles? 


OW well prepared is management to 
advance the rights of owners of Ameri- 
can business to operate for the mutual profit 
of the entire society? And to operate with- 
out the participation of professional union 
labor leaders? There is no evidence that a 
majority of employees have any desire to 
share the functions and responsibilities of 
management. Employees recognize that 
function and responsibility are inseparable. 
They know they are principals, not mere 
agents, in a contract with their employers. 
Extravagant wage demands of a year 
ago were renewed by CIO leaders in the 
1946 convention at Atlantic City. A year 
ago many strikes were prolonged far be- 
yond the date on which management offered 
the greatest single wage increases in his- 
tory. If wage demands are found to be but 
a smoke screen to keep the rank-and-file in 
line while labor leaders shoot for bigger 
stakes in management, then the negotiators 
for management have an obligation to uti- 
lize every media of public information to 
make that fact known to stockholders, em- 
ployees and the public. However, this does 
not suggest public bargaining in the local 
Madison Square Garden. 


On the strength of the CIO compromise 
with Communists and fellow travelers, the 
public may be led to believe that the ex- 
treme leftists will exert the greatest CIO 
pressure for participation in management 
as they have in union affairs. This element, 
in circulating before the national election, 
the propaganda film “Deadline for Action”, 
demonstrated that it is more interested in 
discrediting and disrupting management 
than in sharing it. 


But Without Profits, What Remains? 


UST a year ago in the now defunct mag- 
azine called Common Sense, Victor Reu- 
ther detailed a platform on how to “build 
the basis for an enduring peace.” The Gen- 
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eral Motors strike was already under way, 
aided and abetted by government support 
for a 24 per cent wage increase, without an 
increase in prices. 


In the article, Reuther says that the Four 
Freedoms cannot be attained “by a return 
to ‘normalcy’ and ‘free enterprise’ and ‘the 
American way’ or any other verbal dodges 
of the status quo.” 


He added: “Employers are girding up 
their loins for an all-out battle to retain 
their privileges, prestige (Probably mean- 
ing good will built up through advertising 
and service.—Ed.) and profit-making pow- 
ers under the ‘normal’ system of ‘free enter- 
prise’ to which they insist the nation must 
return.” He makes this proposal: “There 
must be a .ealization that if the industrial- 
ly employed workers are to have income 
essential to full employment, private own- 
ership of monopolistic industries must be 
replaced by forms of social ownership, such 
as TVA and co-operatives, all fundamental- 
ly democratic in character.” 


During the war, the CIO promoted, and 
the Roosevelt administration sponsored, la- 
bor-management production committees. 
The unions had, simultaneously, failed in 
some efforts to gain places on boards of di- 
rectors. The committees frequently tended 
to become debating societies, as union mem- 
bers generally lacked overall know-how of 
engineering, planning and production, to 
say nothing of accounting and finance. 


No Place fer Horse Trading 


SUCCESSION of CIO demands to 
r\ participate in management decisions 
began to make their appearances in the War 
Labor Board in identical language from all 
parts of the country, indicating that they 
were initiated at the top and sent down the 
line to become “demands of the workers.” 
The AFL members of the Board automatic- 
ally supported the CIO but without the 
pressure attitude. Now the competition of 
organization drives in the South and the 
possibility of trading sharing-in-manage- 
ment demands for higher wages has not 
been lost to the older unions. They may now 
be expected to duplicate all rival demands 
where they are seeking plantwide and in- 
dustrywide recognition. 


Compromises which trade out a manage- 
ment function for a temporary cut in the 
wage-rise demand can hardly be a sound 
basis for future collaboration. Prerogatives 
may need reappraisal but the role of stew- 








ardship is not a function to be put on the 
bargaining table. A pointed warning comes 
from Robert M. C. Littler, prominent San 
Francisco labor attorney and arbitrator, 
writing in the Harvard Business Review 
(Spring 1946): 

“It is portentous and a thing of state 
that in collective bargaining American em- 
ployers have been far less vigilant in pro- 
tecting the functions of management than 
they have been in keeping down the wage 
scale. . . . Management is far more in- 
clined to give way on a demand for a re- 
striction than on a wage increase. The con- 
sequences of a pay raise are obvious and 
immediate. The results of restrictions are 
more remote and speculative. Their ill ef- 
fect is often manifest only after there has 
been a gradual accretion of the same type 
of restrictions over a long period of time.” 

Then Mr. Littler says that whenever the 
words “shall not” appear in union proposals, 
danger is indicated. And he might well have 
given the same warning against “mutual 
consent” clauses. 

The long range stake of investors is so 
great that they must avoid pressuring man- 
agers for settlement of what the unions 
may represent to be insignificant wage dif- 





People’s “Nest Egg” at New High 


THE “NEST EGG” of the American people is 
now near $150 billions in long-term savings, or 
more than two and one-half times the total at 
the end of 1939, the Institute of Life Insurance 
reports. The savings used in the study are dis- 
tinct from currency and checking accounts and 
consist of U. S. Savings Bonds after redemp- 
tions, net funds accumulated behind life insur- 
ance policies, savings accounts in mutual sav- 
ings and commercial banks and in Postal Sav- 
ings, and net savings and investments of in- 
dividuals in savings and loan associations, 

Growth of private savings since the end of 
1939 is shown by the Institute in the follow- 
ing table: 
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ferences. The real issues may involve de- 
mands which will not only eliminate proper 
privileges and prestige but also profit-mak- 
ing from the enterprise. 





National Debt Study 


LTHOUGH the national debt left in the 
wake of World War II requires some $5 
billion of interest charges to carry, and the 
debt is a hundred times the size of the Civil 
War debt and ten times the size of the debt 
of World War I, interest payments, in terms 
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NATIONAL DEBT AS PER CENT OF 
NATIONAL INCOME 


of the national income, are today only about 
37 per cent larger than those after the Civil 
War. Increasing national wealth has in the 
past enabled us to pay down the public debt 
resulting from war expenditures and to re- 
adjust the relationship to national income. 


“Throughout our history the greatest ob- 
stacles to national financial strength, and the 
most acute dangers of fiscal collapse, have 
never been the results of inadequate or failing 
resources, but always consequences of weak 
financial policies,” was one observation of the 
late Leonard P. Ayres in the pamphlet, Our 
National Debt After Great Wars, first of a 
series of studies on the national debt by the 
Committee on Public Debt Policy. 


Pamphlets are available at the committee’s 
headquarters, 26 Liberty Street, New York 5, 
at 25 cents for single copies. 


Accumulated Individual Savings 
(Millions of Dollars) 


Year U.S. Life 
End Savings Bonds Insurance 
1939 $ 2,209 $23,024 
1941 6,140 26,592 
1943 27,363 31,365 
1945 46,800 37,509 
6/30/46 (e) 47,400 39,000 


(e) Estimated. 


Savings Savings % 

Accounts Loan Assns. Total 
$27,059 $4,680 $ 56,972 
27,729 5,095 65,556 > 
32,748 5,740 97,216 
48,452 7,600 140,361 
51,700 8,200 146,300 


Sources: U. S. Treasury Bulletin, Federal Reserve Bulletin, Institute of Life Insurance, United States Savings 


and Loan League. 
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BATTLE OF THE SMOKESTACKS 
Telling Story of Enterprise over 150,000 Back Fences 


CHARLES E. WILSON 
President, General Electric Company 


O the rest of the world we appear to be 

just a little ridiculous. We still have 
our fine industrial team, but the maddening 
thing to most of us on the management 
bench is the sense of delay and frustration. 
If there was one thing that none of us were 
worrying about, it was our ability to pro- 
duce. 


But it just didn’t work out. Today, more 
than a year after V-J Day, our shelves and 
showrooms, if not empty, are tantalizingly 
unfilled. Manufacturing plants jerk along 
spasmodically, occasionally coming to a 
dead halt as they run out of steel, or copper, 
or glass. Once more I believe we are faced 
with a battle of smokestacks. 


We have had a year of strikes. Prices are 
inflated. Too many of our fellow countrymen 
seem more interested in security than in 
opportunity. Yes, we seem to have a rising 
wave of international vituperation and do- 
mestic communism. In view of this alarming 
situation, the General Electric Company 
plans to employ more people, in more plants 
across the United States, at higher wages, 
than ever before in its history. Further- 
more, we expect to have plenty of company. 


Keeping House in the Community 


UT of trouble we have gained a new 

awareness of what makes a business 
enterprise. A company is not just physical 
—so many human beings who labor, so 
many others who put up capital, so many 
buildings and machines and contractual ob- 
ligations. It is also a highly organic social 
entity which keeps house in a community, 
pays taxes, keeps its grass cut, merits the 
respect of its neighbors, and needs their 
friendship and understanding. 


It will get only what it deserves to get 
by its conduct; no more nor less. Too often, 
even after we have become aware of our so- 
cial obligations, have we tried to discharge 
them in a cold and ineffective manner, along 
mass production lines. When we tried to 
explain ourselves to our fellow citizens we 





Excerpts of address before Sales Executive Club of 
New York. 


used a sound truck when we should have 
been talking across the back fence. We were 
apt to employ the same megaphone tech- 
nique when we addressed employees and 
stockholders and customers. 


The trick is this, to put it simply: as long 
as you do your talking from behind a loud- 
speaker or a headline, nobody but the crack- 
pots bother to answer. If you want help 
and understanding, you have to talk to one 
man, or one family, at a time. That way, 
you find out a few things about yourself. 


150,000 Back Fences 


T is not easy for a corporation to carry 

on a two-way conversation, or get on a 
next-door-neighbor footing, but we are 
working at it. If we can sell the idea to 
150,000 employees, that gives us 150,000 
back fences to hand over, in the places 
where we do our business. 


There is the old saw that time heals all 
things, but usually it isn’t just time alone 
that gets in the healing work; it is time plus 
preoccupation with something. I have a 
hunch that we are suffering from an over- 
dose of “one world” doctrine, and Ameri- 
cans who normally were occupied by such 
great issues as the price of corn in Iowa, 
or how to get off jury duty in Milwaukee, 
were suddenly given the world for break- 
fast and urged to get on intimate terms 
with Balkan politics, Chinese communists, 
and various economic problems of the Brit- 
ish empire. With the Atlantic Charter in 
one hand and copy of “Life” Magazine in 
the other, we became world citizens before 
we could catch our breath. Isolationism be- 
came not very fashionable. 


As a consequence, perhaps we are unduly 
influenced, and therefore unduly depressed, 
by the daily crises among the United Na- 
tions and their erstwhile opponents. There 
are tragically serious. decisions to be made 
before we can ever approach the peace we 
hoped we would get, and you and I as ordi- 
nary subway riders cannot brush them off. 
Perhaps we will be able,.in our small way, 
to influence those decisions. 
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ET us at least keep our machine shop, 
or our peanut stand, or our rolling mill, 
going. A stable United States, with smoke- 
stacks going and cash registers ringing, 
speaks with more authority in the councils 
of the world than all the quarreling com- 
missars and foreign ministers. 


Our difficulties and setbacks, coming on 
the heels —I hope it was the heels — of 
the greatest wave of costly strikes in our 
history, serve to obscure the small, sound 
gains that are being made here and there. 

We are again going to have bumper in- 
dustrial crops in America, before too long, 
because a lot of earnest men with their 
minds on their business and determination 
in their hearts are in there pitching. 

Part of our recent confusion and grief 
can be attributed to the fact that we are 
being left to solve our own problems, and 
we are a little rusty at it. But it will be 
pleasant to go around once more without 
carrying that little man on our back. I can 
visualize real management-labor negotia- 
tion when the parties know that they have 
a meeting of the minds without recourse to 
any district oracle. We can learn not to lean. 
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Your Right to Get Rich 


An advertising campaign to refresh apprecia- 
tion of the American privilege of any person 
to become well-to-do, has recently been launch- 
ed in Milwaukee by two advertising executives, 
at their own expense. Thus far the program 
consists of seventeen outdoor billboard dis- 
plays, some regular and others illuminated, 
placed in districts where industrial plants are 
located. 


Surveys disclosed that phrases such as 
“Free Enterprise” and “the American Way” 
have little meaning to the rank and file, but 
that “Poor” and “Rich” are understood by 
everyone. Accordingly, the standard wording 
on the displays is: “Keep U.S. Free... Pro- 
tect your right to get rich.” In addition, vari- 
ous slogans are used, such as, “Praise, not 
scorn, for the man who gets ahead.” 


Each poster is signed: “Published and paid 
for by Harry H. Scott (or Fred Nicholson) 

’. a citizen reminding you that America has 
always rewarded outstanding individual 
achievement . . . that all efforts and foreign 
isms seeking to destroy this liberty should be 
exposed and opposed .. . that on this issue 
you should know where your employer, your 
fellow workmen, your union management and 
your political representatives stand.” 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 
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ROCKEFELLER CENTER OFFICE 

40 Rockefeller Plaza 
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Condensed Statement of Condition, December 31, 1946 





RESOURCES 
Cash on Hand, in Federal Reserve Bank, and 

















Due from Banks and Bankers ................222...--2---2---220-22ceeeee0----- $ 568,371,041.22 

U. S. Gevewmmeent Giliestions: ...)..:.............-..<.--2..--2-2...-00..2 0... 1,451,254,460.95 

SE OER AD 747,370,321.12 
I 1 a cmon $ 81,886,813.55 
Stock of the Federal Reserve Bank ................ 7,800,000.00 
Other Securities and Obligations -................... 11,135,777.33 
Credits Granted on Acceptances ..................-- 7,749,166.40 
Accrued Interest and Accounts Receivable _... 10,028,784.44 
Real Estate Bonds and Mortgages .................. 1,395,134.98 






Items in Transit with Foreign Branches 
(and Net Difference in Balances’ between Various 
Offices Due to Different Statement Date of Foreign 
Peer ROT SS CURES (So SRY AE ROL Bie eee Ee 1,340,421.55 






121,336,098.25 

a Sao cc wa deenpeietabicscomecipntnesnecasetes 4,899,793.78 
I I ee ih ene in SR OO OCC CE 145,153.86 
IE ERTS ee RE RS ES $2,893,376,869.18 




















(OLE EEE EE TOE OOD ne oe, $  90,000,000.00 
LT ae TE 170,000,000.00 
sd san acheenbanonnon 61,627,360.90 
OO ND ELTON $ 321,627,360.90 
IID oc ccricennenenapincenaeaniannninunttoninnenienneneusinoes 32,754,549.39 
I ith al lind landd shlcesieestnststdouneiynintsetmanon $2,474,873,455.90 
Treasurer’s Checks Outstanding -................... 26,640,002.24 
III “chs ontsincendnennsnviensinnnneicniwuadhstneaiiniiridiiintins 2,501,513,458.14 
nr cereal chi cinenmdinnevabinatoninnnennienedes $ 14,946,674.58 
Less: Own Acceptances Held for Investment .. 7,197,508.18 












$ 7,749,166.40 






Liability as Endorser on Acceptanees 







aes Ee eee ee 360,950.00 
Dividend Payable January 2, 1947 -................. 2,700,000.00 
Accounts Payable, Reserve for Expenses, 
(EE SESS REE AE eS een reas 26,671,384.35 
37,481,500.75 
I et SO 2s ck paghua oes piaecencaumiaeel $2,893,376,869.18 






Securities carried at $160,926,707.40 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public moneys as required by law, and for other purposes. 






This Statement includes the resources and liabilities of the English, French, and Belgian 
Branches as of December 26, 1946. 





Member Federal Deposit Insurance Corporation 





















EMPLOYEE FINANCIAL STATEMENTS 


Accountant Asserts Willingness to Certify Simplified Forms — 
Finds Response “Lukewarm” to Tenders of Assistance 


An Appraisal by SAMUEL J. BROAD 


HILE employees and the public are 

confused by claims and counter-claims 
of employers and labor leaders on the 
“facts” about wages, prices and profits, 
Samuel J. Broad, partner of Peat, Marwick, 
Mitchell & Co., and member of the Commit- 
tee on Accounting Procedure of the Ameri- 
can Institute of Accountants, maintains 
that “in fact finding as we have seen it in 
practice the facts have not been put frankly 
on the table, whether for fear of distortion 
or otherwise.” 


Mr. Broad vigorously refutes a widely 
held impression that slavish adherence to 
traditional forms and procedures render 
the accountant impotent to interpret busi- 
ness statistics to the layman. He indirectly 
makes a constructive offer to that 52 per 
cent of representative companies who re- 
ported to Mill & Factory (Sept. 1946) that 
they are doing nothing to educate employees 
on the merits and working of the enterprise 
system. Mr. Broad writes: 


“Every encouragement should be given 
to those who are trying to bring about a 
better understanding between the various 
elements of our community—capital, man- 
agement, labor and consumer. The lack of 
a common basis for discussion seems to be 
one factor causing a great deal of the cur- 
rent difficulties. The trouble with ‘fact find- 
ing’ is that there is little or no agreement 
on even the most elementary facts. 

“This is a phase in which certified public 
accountants, due to their training and in- 
dependence, should be particularly qualified 
to help. Tenders of assistance in this direc- 
tion which have been made by the account- 
ing profession have been received at the 
best with lukewarm enthusiasm. The desire 
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Mr. Broad is a partner of the public ac- 
counting firm of Peat, Marwick, Mitchell & 
Co. He is a-for- 
mer President 
of the American 
Institute of Ac- 
countants and 
was for five 
years chairman 
of its Commit- 
tee on Auditing 
Procedure. At 
present he is a 
member of the 
Executive Com- 
mittee and the 





Committee on 
Accounting Pro- 
SAMUEL J. BROAD cedure. 





for help must exist before help can be ef- 
fective. 


Special Purpose Statements 


66 T IS clear that a single set of finan- 

cial statements cannot possibly give 
all the information which all those interest- 
ed in an enterprise would like to have. The 
taxing authorities require information of 
one character and on one basis; regulatory 
authorities require other information on 
another basis. Neither requires all the in- 
formation which the other does. 


“The general run of stockholders owning 
a business require the best information 
that can be given them in reasonably short 
compass regarding the financial position of 
the business and the progress it has made 
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since the last report. They, and to an even 
greater extent prospective stockholders, 
want the figures furnished in such a man- 
ner that they can be used to judge the earn- 
ing capacity. To them the trend of the prof- 
its, the adequacy of depreciation charges, 
the amount of taxes and interest, and the 
amount of any non-recurring profits and 
expenses included, are of major importance. 
66 
Q be of interest to employees. They 
are naturally interested in what 
share they receive of the fruits of produc- 
tion, how this compares with the amounts 
received by the management, the owners 
and the government; and whatever infor- 
mation can be given bearing on the relative 
contribution of each. 

“Tt does not take much thought to realize 
that all these different kinds of information 
cannot be given in one set of simplified 
statements. The statements would become 
so voluminous as to be of little use to any- 
body but the statistician or the accountant. 
Many of the criticisms which have been lev- 


eled at financial statements have resulted 
from failure to understand this fact. 


“A single purpose statement, e.g., one 
prepared for stockholders, or one prepared 
for the taxing authorities, has been criti- 
cized because it does not serve equally well 
some other purpose which it was not de- 
signed to serve. True, there is room for im- 
provement and perhaps some clarification in 
financial statements prepared for stock- 
holders, but no one who is familiar with the 
standards of corporate reporting now and 
as they existed one or two decades ago can 
fairly claim that there have not been very 
substantial improvements. 


Employee Interests Different 


UITE aifferent information would 


Limits on Certification 


66 INANCIAL statements prepared for 

the purpose of reporting to stock- 
holders and accompanied by an auditor’s 
report, generally speaking, are adequate 
for their specific purpose. The criticism 
that they are of little value to employees 
or that they do not supply information de- 
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sired for wage negotiations obviously falls, 
because they are not designed for that pur- 
pose. It is like saying that a baseball is 
useless because you cannot play football 
with it. 

“In reporting on financial statements 
prepared for stockholder purposes the audi- 
tor, if it gives an affirmative report, ex- 
presses his opinion that they present fairly 
the financial position of the business and 
the results of its operations for the pe- 
riod. Clearly, he could not make the same 
statement about a highly condensed state- 
ment showing, for example, plant invest- 
ment per employee, sales per employee, 
payroll per employee, or working capital 
per employee. He could, however, and I be- 
lieve properly, say whether it showed fairly 
the information it purported to show.” 


No Requests From Industry 


R. BROAD wrote the foregoing lucid 

statement of the position of the certi- 
fied public accountant as background for 
replies to three specific questions: 


1. Do you think certified public accoun- 
tants should be willing to check and certify 
simplified reports designed to interpret the 
balance sheet and income statement? For 
example, where totals are reduced to a “per 
employee” basis you might have to examine 
the payroll to verify the average number of 
employees for the year. 

Answer: “Yes, on the basis stated above, 

and provided the information given is 

not such as to give rise to misleading in- 
ferences.” 

2. Is your answer the same where a sep- 
arate report is issued to employees which 
does not include the certified report? 

Answer: “Yes, provided the absence of 

additional information does not make 

the report misleading.” 

3. Have you ever made either type of 
certification ? 


Mr. Broad’s short answer is “No”, which 
bears out his earlier inference that industry 
has not expressed “the desire for help” 
which is available from the accounting pro- 
fession. 





COMPLETE TRUST-SERVICE IN GEORGIA 





through eleven offices in six cities 
4 THE CITIZENS & SOUTHERN NATIONAL BANK 
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HARRY WINSTON, INC. 
Estates 
pewelry and FP caciuas Saws 


* ss * 


The firm of Harry Winston, Inc. has been for many 
years the foremost purchaser of jewel estates through- 
out the world. 


We offer the services of our experts who are especially 
qualified to appraise and purchase jewels of all types. 


REFERENCES: 


Commercial National Bank & Trust Co. 
46 Wall Street, New York City 


Manufacturers Trust Company 
513 Fifth Avenue, New York City 


HARRY WINSTON, INC. 


New York Office: Los Angeles Office: 
7 East 5lst Street 601 Jewelry Trades Bldg. 
New York 22, N. Y. Los Angeles, California 
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The First National Bank 


of Chicago 


Statement of Condition December 31, 1946 


ASSETS 


Cash and Due from Banks, . ‘ ‘ " ‘ 
United States Obligations— Direct and fully Guaranteed, 


-$ 471,948.505.18 


Unpledged, . ° ° - $711,246,520.57 


Pledged—ToSecure Public Deposits and 


Deposits Subject to Federal Court Order, 100,176,720.00 


To Secure Trust Deposits, . e 55,130,543.20 
Under Trust Act of Illinois, « e 533,840.00 867,087,623.77 
Other Bonds and Securities, ° ° 112,822,465.41 
Loans and Discounts, . e . P ° 631,272,961.23 
Real Estate (Bank Building), ° ° . ‘ 3,188,395.67 
Federal Reserve Bank Stock, ° , ° . 3,600,000.00 
Customers’ Liability Account of Acceptances, 2,923,465.09 
Interest Earned, not Collected, . ; ‘ 4,697,135.87 
cee ge ge gig 215,251.19 
$2,097,755,803.41 


LIABILITIES 
Capital Stock, ° e ° ° ° ° ° 


Surplus, n ‘ ° P ‘i r 2 
Other Undivided Profits, . . ° 

Discount Collected, but not Earned, . ° . 
Dividends Declared, but Unpaid, . . ‘ 
Reserve for Taxes, etc., 5 ‘ ° ° 


Liability Account of Acceptances, ° 


Time Deposits, . e ‘ - $ 345,622,901.12 


-$ 60,000,000.00 
60,000,000.00 
3,615 ,436.83 
741,595.40 
1,200,000.00 
7,072,107.02 
3,380,803.84 


Demand Deposits, ° ° - 1,479,612,825.49 
Deposits of Public Funds, . ‘ 136,509,970.60 1,961,745,697.21 


Liabilities other than those above stated, . ‘ 


163.11 


$2,097,755,803.41 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
sss 
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A COMPANY’S HUMAN ASSETS 


Dividends from the Good Neighbor Policy in Business 


LEONARD FLETCHER, Director 
and FRED R. JOLLY, Assistant Director of Community Relations 
Caterpillar Tractor Co., Peoria, Ill. 


One of a Series of Studies in Community Relations of Business 


HE prudent investor today looks care- 

fully at the human relations assets of 
the company whose stock he buys. On its 
use of men as well as of machines depends 
the return to those with whose funds he has 
been entrusted. 

What are some of the factors which the 
investor seeks in his search for sound, well- 
managed businesses which show a profit at 
the end of the year? How does he measure 
soundness and earning capacity? Is the pic- 
ture in his mind one of smokestacks, punch- 
presses, bottling machines, or _ endless 
streams of packaged goods? Both the em- 
ployment and earning capacity of a busi- 
ness depends more than ever before, on 
people. Their talents and abilities, their 
knowledge and skills are important, but 
even more important are their attitudes to- 
ward their jobs, and their desire to cooper- 
ate with others—to be producers as well as 
payrollers. 





A Matter of Attitude 


OW do they come by a good attitude 

toward their job and their employer 
and where do they get the desire to coop- 
erate with fellow-workers? How do they 
reach the point where they see the advan- 
tages of giving a day’s work for a day’s 
pay? Just as people learn that there is a 
measles epidemic in town or that the city 
is planning a new swimming pool, so they 
acquire attitudes through the press and 
radio, through mailings and public speech- 
es, and through conversations with friends 
and neighbors and the leading men in their 
community whom they respect. 


Suppose you drop in to a neighborhood 
grocer when you first move into your com- 
munity. It’s only a matter of moments un- 
til the grocer is sure to ask, “Where are 
you working, Mr. Brown?” And your an- 
swer, more or less proudly, is “I’m on the 
packing line at the Whimsey Manufactur- 
ing Co.” Suppose his eyebrows move up a 
quarter of an inch, and in a flat, uninterest- 
ed voice he says, “Oh, yes, they make brass 


gimmicks or something, don’t they? How 
much round steak did you say?” 


Where does that leave you? I’d wonder 
whether or not I had tied up with a good 
company and I’m afraid I wouldn’t be as 
enthusiastic about my job the next morn- 
ing. The grocer’s remark would only make a 
slight dent in my hide, but if I got enough 
dents, my streamlining would be materially 
affected. 

Suppose, however, that the grocer had 
said, “Oh, yes, that’s a great outfit. They 
make the best can-openers in the country. 
They sure are a good thing for Peoria— 
and a darned good company to work for.” 

What’s your reaction? You know the an- 
swer: community opinion is important. 


A Business Understanding 


ATERPILLAR Tractor Co., has been 

keenly conscious of the need for a “bus- 
iness understanding” between company and 
community for some time, and has partici- 
pated in a number of local activities. These 
activities were formerly spread over many 
departments, and only among those who vol- 
untarily took an interest in civic welfare. 
In 1944 the management of the Company 
placed the responsibility for coordinating 
all such effort under one head. 








Knowing the ‘why’ of our operations — the economics of 

income and expense — is as important as knowing the 

‘how.’ Physical assets are considered as the tools for satis- 

fying needs of employees, — owners and com- 
munity. 
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A Community Relations Division was es- 
tablished, having for its main objective, 
“the further development and holding of 
the community’s respect for and confidence 
in the Company and its people.” The pro- 
gram began in a small way and has devel- 
oped as needs and opportunities became 
evident. At the outset few rules were laid 
down, though a plan was drawn up outlin- 
ing a number of activities which could be 
undertaken. A look at some of the divi- 
sion’s projects for the past eighteen months 
gives the best indication of the Company’s 
confidence in the value of the program. Any 
company entering into such a program 
must do so with sincerity, for success de- 
pends on it. 


Community Relations Activities 


ANY of these projects are advertis- 

ing or publicity. For example, local 
daily papers and the local radio station are 
kept supplied with current news, as are the 
thirty weekly papers in the nearby towns. 


Mailings of annual reports to sharehold- 
ers and employees are made to a Communi- 
ty Relations mailing list, as well as booklets 
on the Company’s rehibilitation plan, liter- 
ature on the Diesel engines and tractors 
manufactured, and the employee’s house 
magazine, ““News and Views.” This list in- 
cludes all educators, ministers, business- 
men and public officials in the three coun- 
ties of the community. Barbers and beauty 
shops are included on this list, since most 
folks visit them each month and have the 
opportunity of seeing such literature. 


Answers to Timely Questions 


ACTORY visits are again being en- 

couraged, a complete program being set 
up for this project. In addition to transient 
visitors, it is expected that employees and 
their families, other individuals and groups 
from the area, customers, prospects, mem- 
bers of the dealers’ organizations, and other 
guests of the Sales Department will visit 
the factory in growing numbers. 


The Company has in mind always that 
since “those we know, we like” those who 
know us and understand the way we oper- 
ate cannot dislike us, as long as we are do- 
ing a useful job and are honest about it. 


A good community relations program, 
in our opinion, should provide the answers 
to many questions about industry in gener- 
al, such as: 
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(1) How do employee and public benefit 
from America’s competitive system? 

(2) What are the advantages of working 
for a company making a profit? 

(3) How can we make understandable such 

accounting terms as “surplus,” ‘“re- 
serve for depreciation,” “dividends,” 
“net income” and “inventory”? 
What are the real meanings of terms 
used in union negotiations, such as 
“bargaining unit,’ “seniority,” ‘job 
classification,” “grievance” and “over- 
time’’? 

(5) What are the company’s products? 
How are they sold — and to whom? 

(6) Why does the company take an interest 
in the community? 


Public Relations is Everybody’s Job 


HE Community Relations division has 

many other irons in the fire. For exam- 
ple, all requests for contributions are care- 
fully reviewed and recommendations made 
to top management. The Division urges 
Company personnel to participate in Com- 
munity Fund, Association of Commerce, 
Y.M.C.A. and Y.W.C.A. and Scout work. 
Top management men attend city council 
meetings as an indication of their interest 
in civic affairs. 

Another very important means of making 
friends—perhaps one of the most important 
—is by personal contact. Many Company 
men are available for public speaking and 
are called on for talks by luncheon clubs, 
church groups, civic organizations, and 
others. 

Supervisor conferences are designed to 
show not only the “how” of operations, but 
emphasis is given to the human relation- 
ships, and to the economics of industrial 
life. Now in their fourth year, over 800 
have taken one or more courses. Besides 
the general meetings on current problems, 
and the program for new supervisors, elec- 
tive courses are offered, including two five 
session courses (75 minutes each) on Effec- 
tive Speaking, Accounting and Economics 
of Industry. The Accounting course ex- 
plains the principles and terms that are the 
“language of business”, implemented by 
study of the annual report. But in bringing 
the economics of their business into terms 
of daily experience of supervisors and fore- 
men, we feel we are performing one of the 
most timely services to both them and the 
enterprise system. These courses, also on 
company time and a “your choice” basis, 
have enrolled over 500, for the six meeting 
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series, where historical development of 
business relations traced (both of f. .e and 
autocratic economies), terms and princi- 
ples illustrated by “let’s suppose” parables, 
and factors affecting the standard of living 
are discussed and illustrated by graphics, 
movies, and case method. 

Industry’s Number One job is developing 
Understanding between managerial and 
staff. employees. 


American business wants to be under- 
stood! Those men who put in long, honest 
hours doing the work of guiding industry 
would like nothing better than to know that 
their tasks were understood by others. With 
an understanding of the benefits it provides, 
the conditions it operates under, industry 
would gain many friends. 


Good Citizenship Begins at Home 


HERE is but one way this job can be 
benny There is but one place it can be 
done. And there is but one group which can 
do it! The job must be done in each com- 
munity, by the men in the industries and 
businesses of that community! The busy 
business executive can no more write a 
check and buy public goodwill than he can 
commission a friend to sell his sterling 
qualities as a potential husband. The “Miles 
Standish” business man must yearn to 
speak for himself. 

The message he can bring to his com- 
munity neighbors is not an abstract one 
which dwells at great length on dry econom- 
ics. It is a simple explanation of industry 
as it operates at home, under our American 
system—the advantages of that system 
which makes it possible for us to work in 
areas of our choice, at the kind of job we 
want, at the kind of pay which will let us 
own our own homes and cars and radios. 


— And Business Can be a Pleasure 


VERY business man, no matter how 

large or how small, ought to assume his 
share of the responsibility for getting ac- 
quainted, in his own community, with folks 
in other groups. If he has confidence in 
himself, his business, its activities and 
services, he should want to meet with oth- 
ers, to answer the questions curious fellow 
citizens want to ask about his business, 
how and why it operates. 

Peoria citizens have been awake to these 
needs for a long time. Clergy of all denom- 
inations and the joint committees of local 
civic leaders prepare programs of mutual 











Group attending one of the regularly scheduled classes; 
several classrooms are used exclusively for training of 
supervisors and other employees. 





interest for monthly dinner-discussion 
meetings. They gather for one purpose 
only: to get better acquainted with one an- 
other’s interests. People like to know what 
others think and how they live. 


“You are making history here in Peoria”, 
said a visitor to one of these meetings. The 
answer was immediate, short and to the 
point, and it came from a representative 
of labor. “We are not making history”, he 
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said, “we are making friends! 
Where Our Daily Bread Comes From 


T is only through meeting face to face 

and exchanging views with others that 
typical Americans can really understand 
how goods are produced and distributed, 
how funds are secured, how the whole eco- 
nomic system of this great free country 
works. It can be done in the shop or factory, 
the school and the community. It is to the 
advantage of everyone—not just a few— 
that we continue under a system which 
made this country — where more people 
have more things than any others in the 
world. 

It is a pleasant thing to like people. It is 
good to know and trust those around you. 
There is so much satisfaction in just plain 
friendliness that once we all get accus- 
tomed to it again, we will be a country of 
opportunity. The basis of confidence will 
not be laid by airy generalities—it will 
come from an understanding of the simple 
economics of our daily life. 


This job cannot be done unless there is a 
sincere cooperation between the teacher, the 
clergyman, the farmer, the doctor, the 
homemaker, the employee and the employ- 
er. It is up to the men managing the free 
business enterprises of your locality and 
mine to take the lead. 


Financial Reports to Workers 


«6 OMPANIES issuing financial reports to 
their employees are finding that it pays 
to give them the facts,” says a recent issue of 
A. F. of L.’s American Federationist. Reference 
is made to the National Industrial Conference 
Board’s 1940 study of 146 concerns which make 
an annual reporting to their employees. These 
companies generally consider employees as 
partners in the business who should have the 
picture because they are concerned over the 
stability of their jobs just as stockholders are 
interested in the safety of their investment. 


The editorial continues: “An understanding 
of the business, a sense of mutual responsi- 
bility is important for all concerned. Manage- 
ment and workers alike recognize this point. 
The study also shows that management was 
beginning to recognize the importance of 
financial reports: 


‘To provide authentic information on 
which collective bargaining can be based 
has been one of the purposes of several 
employee reports issued within the last 
few years. Misunderstanding is frequently 
based on misinformation. Information of one 
sort or another regarding company finances 
is being circulated among employees con- 
stantly—by the grapevine method, if no 
other. How much money the company is 
making and his proportionate share of the 
profits is of utmost concern to a worker, 
and lacking facts, he may accept rumor, or 
even misstatements.’ ” 


Life Insurance Fact Book 


ACTS AND FIGURES of Life Insurance 
EF are presented in “Life Insurance 1946 FACT 
BOOK,” designed as a reference work of 
fundamental background material concerning 
life insurance. Prepared by the statistical 
division of the Institute of Life Insurance, the 
data includes the varities and uses of life in- 
surance available and amounts outstanding, 
the income use of and benefits to living policy- 
holders, a discussion of dividends, policy loans, 
lapses and surrenders, investments, etc. And 
not less important, a bibliography of books on 
life insurance, glossary and a list of life 
insurance organizations. 


The 1946 book is the first of an anticipated 
annual issue designed to provide the public 
with a clearer concept of life insurance. 
Figures used are complete through 1945. 


In addition to purely statistical information 
there is a discussion of participating and 
non-participating insurance, and an explana- 
tion of the differences between stock and 
mutual life companies. Cost factors of life 
insurance are also discussed. 
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Corporation Tax Structure Studied 


HE present corporation tax and proposals 

for fundamentally revising it are exam- 
ined in a staff study released last month by the 
Treasury Department. The study, “The Post- 
war Corporation Tax Structure,” makes no 
policy recommendations but discusses factors 
basic to formulation thereof. 


The 80-page report centers on the problem 
of the so-called double taxation of distributed 
corporate profits and considers possible sug- 
gestions for reducing or eliminating it. Among 
these are the partnership approach, which 
would eliminate the corporate tax and tax 
stockholders on their proportionate part of 
both distributed and undistributed corporate 
profits; the credit-for-dividends-paid approach, 
which would give corporations a tax credit 
when they paid dividends; the withholding 
approach, which would treat part or all of 
the corporate tax like the present withholding 
on salaries and wages; the dividends-received 
credit approach, which would exempt dividends 
from the first bracket of the individual income 
tax; and the dividend-exclusion approach, 
which would exclude part of dividends from 
stockholders’ taxable incomes. 


The report was prepared by Richard Goode, 
a member of the staff of the Treasury’s Di- 
vision of Tax Research, of which Louis Shere, 
who wrote the foreword, is Acting Director. 
According to Treasury spokesmen, it is not 
concerned with any immediate legislative pro- 
grams. 


The report contains charts showing the com- 
bined corporate and individual income taxes 
on distributed profits under the different ap- 
proaches. It also includes estimates of revenue 
effects. 


Strike in Bank Averted 


HE early morning agreement to sign an 

initial contract by representatives of the 
Trust Company of New Jersey, in Jersey City, 
and representatives of the United Office and 
Professional Workers of America, CIO, avert- 
ed what would have been New Jersey’s first 
strike involving employes of a bank. 


Under terms of the contract it is understood 
there will be no closed shop. Wage increases 
of $8.50 a week, a thirty-nine-hour work week 
and full pay on bank holidays were the main 
provisions of the agreement. 


When technicalities arose to delay signing 
of the already negotiated contract, the union 
was reported ready to throw picket lines 
around the main office and branches in Jersey 
City and surrounding communities. The bar- 
gaining unit includes about 250 tellers, book- 
keepers, stenographers and clerks employed 
by the bank. 
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CONDENSED STATEMENT OF CONDITION 
DECEMBER 31, 1946 


ASSETS 

Cash end Diet frei) Bemis oe cs socicckcs vdcescces $180,479,947.06 
United States Government Obligations.......... 303,260,703.22 
Other Bonds and Securities............... pelea 23,486,281.51 
DN Ge Nios 6 5:4 00:05 6 060s veeseesione 218,394,732.82 
Real Estate Bonds and Mortgages....... Serre 147,780.04 
Customers’ Liability for Acceptances............ 2,144,580.18 
Interest Receivable and Other Assets...... oper 2,803,616.52 

$7 30,7 17,641.35 

LIABILITIES 

Ct ico uiscidnetaniiiinnienved $15,000,000.00 
Surplus. .ccccccccccscccsoscecss 35,000,00000 
Undivided Profits........++.+-- 12,869,853.81 $62,869,853.81 
Cee NOI a5 kc rercinmadedkicews'sces desing ele a 4,358,438.52 
Dividend Payable January 2, Cy renee ae: 600,000.00 
PIR, boi cin ao 0ie 5hne oe 0aaees sews ues ne eee 2,390,156.03 
Reserve for Taxes and Other Liabilities. ae 5,324,061.52 
III 056 0:409 0000S Sas Oe owsigane bes ebews coccee GSS175,19%.47 


$730,717,641.35 


United States Government obligations carried at $26,663,969.45 in the 
above statement are pledged to secure United States Government deposits of 
$17,242,206.87 and other public and trust deposits and for other purposes 


MADISON AVENUE AND 40TH STREET * TEN ROCKEFELLER PLAZA 
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required by law. 


Malcolm P. Aldrich 
New York 


Graham H. Anthony 
President, Colt’s Patent Fire 
Arms Manufacturing Company 


Arthur A. Ballantine 
Root, Ballantine, Harlan, 
Bushby & Palmer 


John E. Biérwirth 
President 


Alfred A. Cook 
Cook, Lehman, Goldmark & Loeb 


William F. Cutler 
Vice President 
American Brake Shoe Company 


Ralph S. Damon 
President 
American Airlines, Inc. 


TRUSTEES 


Francis B. Davis, Jr. 
Chairman of the Board 
United States Rubber Company 


Samuel H. Fisher 
Litchfield, Conn. 


William Hale Harkness 
w York 


Horace Havemeyer, Jr. 
Executive Vice President 
The National Sugar Refining 
Company 


B. Brewster Jennings 
President 
Socony-Vacuum Oil Co., Inc. 


J. Spencer Love 


President 
Burlington Mills Corporation 


Adrian M. Massie 
Vice President 


Howard W. Maxwell 
New York 


Harry T. Peters 
ew Yori 


Seton Porter 
President, National Distillers 
Products Corporation 


Robert C. Ream 
President, American 
Re-Insurance Company 


Morris Sayre 
President, Corn Products 
Refining Company 


Charles J. Stewart 
Vice President 


Vanderbilt Webb 
‘ew York 


Member of Federal Deposit Insurance Corporation 
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PRESSBOX 
QUARTERBACK 


A Suggestion to Management 


in Two Pictures 


Aut 
‘ Mr 
wii wi 
WW wn 
Mm 


T WAS strictly a football story in The Saturday Evening Post, and with what 

has come to be known as the “luck of The Post’’, it featured a champion team a 
month before it won the title. Professional football is big business and one of the 
most successful operators is George Halas, owner-coach of the Chicago Bears. But 
assistant coach Luke Johnsos is the hero of “Pressbox Quarterback” and the in- 
spiration for this application of the story to American business and finance. 

At the bottom of this page you see a man watching two contending teams, 
which might be management and labor, while in the stands beyond are the cash 
customers, the public, who pay the freight and must be pleased. At the top of the 
opposite page you see the boss, on what is called the worst seat in the stadium. On 
the players’ bench he gets reports by telephone from his assistant. These reports 
guide his decisions as to utilization of plays and players. 

It must be assumed that the opposing team has its spotter in the stand and 
that the difference between two evenly matched teams on the field may lie in the 
accuracy of the appraisals dispatched to the respective coaches. We are reminded 
that sports editors attributed the bitterly fought tie game of last November be- 
tween Army and Notre Dame to detailed scouting of the games played by each 
team before that memorable contest. 

* * * * 


AN there be found in industry today the counterpart of advance scouts and 

pressbox quarterbacks? If not, why not? The labor team seems to have them— 
and to maintain a strong offense. Industry has owners and coaches, each with 
traditional executive and administrative duties to perform. Their job descriptions 
are written with meticulous detail. But how about the man in the pressbox behind 
a pair of field glasses? He could conceivably sit up there for game after game 
without needing to pick up the telephone to talk to the bench, whereupon an effi- 
ciency expert would move to eliminate the job as wholly unnecessary. 


Photo through courtesy of The Saturday Evening Post 
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Photo through courtesy of The Saturday Evening Post 


What really happens, it appears, is that after the industry team has been 
pushed back to its goal line, a man with raucous voice and megaphone appeals to 
the crowd in the stands to save the game. Witness the rash of last minute full- 
page defensive newspaper advertising a few days before a strike deadline date. 
How much better to start the public appeal fifteen minutes after a new labor 
agreement is signed and have trained scouts and a pressbox quarterback watch 
developments from that point on! 

Whether management’s pressbox quarterback is an industrial relations offi- 
cer or a public relations policy man seems immaterial. His is a roving assignment. 
He must know the style of play of his own team and of the opposition. Like John- 
sos, he must spot holes in the opposing defense, diagram its offense, report with 
accuracy and dispatch. Our Post story says: “Virtually every professional and 
top-flight college team will employ a pressbox quarterback—a twelfth man, off the 
field, not on your program, but strategically more important than any man on the 
field.” 


* * * * 


GENERATION ago that most highly paid editor, Arthur Brisbane, wrote of 
the man in one of the big companies of the day whose desk never had any- 
thing on it or in it, and who aroused the curiosity of those who passed his office 
door because he usually had his feet on the window sill, seemingly gazing into 
space. Brisbane said this man was well paid to think, which all of the other execu- 
tives were too busy to do enough of. He was the pressbox quarterback of his time. 
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Bequest to Promote Understanding 


IEUT. BENJAMIN RUSH TOLAND, 
United States Marine Corps, was killed 
on Iwo Jima in February, 1945. He left 20 
per cent of his estate to the National Associa- 
tion of Manufacturers “to promote understand- 
ing of problems of employees and cooperative 
action in their solution.” 
At the NAM Convention in New York it was 
announced that two “Lieut. Toland Memorial 


Research Studies” will be conducted as directed 
under the will. The NAM has appropriated 
$16,000 for distribution of the studies through- 
out industry and to libraries, colleges, scien- 
tific societies and others. 


Lieut. Toland also left 10 per cent; each to 
the American Federation of Labor and to the 
Congress of Industrial Organizations “to pro- 
mote understanding of employers and cooper- 
ative action in their solution.” 
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Do Employes Accept Management’s Message ? 


MARTIN DODGE* 


N AN AGE of airplanes with the speed 

of sound, and communications systems 
with the speed of light, management is 
still left stammering and awkward in its 
efforts to disseminate intelligence to peo- 
ple located hardly beyond the sound of its 
voice. Eavesdrop for a moment on labor’s 
talk: 


“Every big business struggles to 
achieve monopoly so that it will have the 
power to limit production—to manipu- 
late production—not in accordance with 
the needs of the country but to squeeze 
out the highest rate of profit.” 


Does management get its message 
across? Does management have a message? 
How far wrong is the labor spokesman 
quoted above? Certainly, no important seg- 
ment of management is trying to make 
only a small profit. 


Even employees prefer to work for a com- 
pany that makes a profit, that is successful, 
not one that loses money and is on the de- 
cline. Management’s message should make it 
clear that profit is the end result of a compli- 
cated process, which can be permanently suc- 
cessful only if it also serves the wage earners’ 
interest and provides satisfaction to the con- 
sumer. The labor spokesman meets this with 
the charge that it is “boss’ blurb” transmitted 
by “‘management’s swivel-chair underground.” 


You have to judge which has the more tell- 
ing effect on the mind of the employe: (1) 
a company statement, duly cleared by legal 
counsel, setting forth that although the com- 
pany recognizes the rising cost of living, the 
factor of wages bears a direct relationship to 
the cost of production and in the long run 
this is reflected in the demand for the com- 
pany’s product, which in turn affects employ- 
ment, and so, therefore, etc., etc.; or, (2) the 
influence of a labor spokesman addressing a 
mass meeting of this company’s employes 
called to consider the same issue—when the 
labor spokesman says: “‘What do they want— 
another depression?” 


Recent polls by Dr. Arthur Kolstad and by 
Dr. Henry C. Link, of Psychological Corpora- 
tion, show we have people believing business 
makes a profit up to 60 per cent, thinking that 
20 per cent is fair, when the fact is that the 


*Mr. Dodge is a partner of Dodge & Mugridge, New 
York, management consultants and publishers of D-M 
Digest of articles from the labor press. This article is 
excerpted from an address to the American Manage- 
ment Association Personnel Conference, Boston. 


actual profit is about 4 per cent. If manage- 
ment were successful in getting its message 
across, would these people still believe that 
they could secure wage increases without 
price increases? 


Facts, Not Propaganda 


N a given company or plant the desire will 

be to clarify controversial questions, but af- 
ter the clarifications have been spelled out on 
paper and watered down to a form approved 
by management and legal counsel, in many 
cases they become about as effective as a 
nursery rhyme. 


Employes are interested in information, 
not propaganda or argument. Tell the facts 
about profits—4 per cent, not 60 per cent of 
the sales dollar. Tell the facts about wages 
and salaries—87 per cent goes to wages, only 
13 per cent to salaries. Time pronounce- 
ments to spike rumors. Uncertainty means 
worry, and worry means inefficiency. 

Our famed advertising copywriters have 
not learned how to write institutionals. A 
man who can turn out copy which makes a 
vacuum cleaner or a washing machine stir 
the celestial light in the eyes of a housewife 
has apparently not yet grasped the secret of 
causing masses of wage earners to cry “Allah, 
Allah” at the feet of free enterprise. 

Management frequently turns to the Cham- 
ber of Commerce or the National Association 
of Manufacturers for help in telling its story. 
But in the present state of worker conscious- 
ness, punctuated by visions of monopoly and 
cartels, the association voice is marked from 
the beginning as suspect. 


One may even wonder whether industry is 
seriously interested in getting its message 
across. Nejelski & Company recently made a 
survey of business executives and labor lead- 
ers. This developed that business executives 
read business publications and labor leaders 
read labor publications, but that neither 
group bothers itself much with what is pub- 
lished by the other. Both were found to be 
living essentially on ‘information islands.” 


Lewis Douglas, president of the Mutual 
Life Insurance Company, has taken it upon 
himself personally to give face-to-face, oral 
interpretation of the problems and policies of 
his company to all its employes. They meet 
with him in groups. He knows that people re- 
spond to personal contact. 

There is no need for management to be on 
the defensive. There is great need for man- 
agement to become more intelligently articu- 
late in presenting industry’s case to the wage 
earner. 














GEORGE ROMNEY 
General Manager, Automobile Manufacturers Association 


MERICA’S greatest living philosopher- 
historian recently warned, “America 
may have to become poor again before she 
regains her virtue.” It is in our social rela- 
tionships that America’s deficiencies are 
dangerously manifest. 


It is only hard-headed good business that 
management take increasing cognizance of 
the wishes and the desires of neighbors 
and customers. For it is they who create the 
environment in which his business either 
thrives or withers. 

Today’s executive still has his basic re- 
sponsibility to his stockholders. He con- 
tinues the long recognized responsibility to 
his customers, but the greatest issue he 
must face arises out of his new relation- 
ships to labor. 


The Industrial Team 


NLESS industrial management at its 

highest levels personally devotes itself 
to resolving the present basic conflicts, 
there is grave danger that labor, in an ex- 
cessive display of misguided self-interest, 
will wreck itself and the whole intricate 
industrial civilization. 

The need is vital for bringing back to 
the worker a feeling of oneness with his 
employer—a recognition that his economic 
welfare is more interwoven with that of the 
company with which he is associated than 
with any other economic unit. Lack of loy- 
alty and teamwork in the production pro- 
cess is as fatal to success as lack of loyalty 
and teamwork on the football gridiron or 
baseball diamond. 

While “good will’ is carried on corporate 
financial statements at one dollar, the fact 
remains that the good will of the communi- 
ty in which the company functions and 
from which it draws its labor is a funda- 
mental factor in whether that company 
prospers or goes broke. 


Labor relations is today’s number one 
problem of TOP management. It is no solu- 
tion to appoint some assistant executive to 


In address at Industrial Relations Conference, Chi- 
eago, October 22nd. 


Good-Will: One Dollar ? 
Prosperity Depends on the Will to Use Tools 






































handle labor problems and then turn back 
to other phases of the business. 


Tomorrow’s Leaders 


HANKS to the technological progress 

of the 20’s, worker productivity was 
increased tremendously. Labor relations 
that produce a will to work can increase it 
just as tremendously again to the benefit 
of the whole nation, including all elements 
of labor. Before it was a matter of tools— 
a material consideration. Today it is a mat-- 
ter of a will to use those tools—a human 
consideration. : 


The salesman became a widely publicized 
idol during the 20’s. Following the first 
World War, at least in mass production in- 
dustries, the men who emerged to take over 
the reins of top management came most oft- 
en from the ranks of technicians. 


Emergence of a trend toward unioniza- 
tion on an industry-wide scale, forwarded 
by an extremely sympathetic administra- 
tion, resulted in the establishment of new 
responsibilities for top management. 


It is indicated that the men who today ex-- 
hibit the greatest skill, resourcefulness and 
understanding in resolving today’s human 
production problems are predestined to be-: 
come the top executives of tomorrow—a to-- 
morrow that can be far richer for every 
American. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employes, employers and providers of capital tools. 


Incentive Plan Pays Off 


Both labor and management have benefitted 
from a bonus plan adopted at the Apex 
Electrical Manufacturing Co. of Cleveland, 
which employs 1,300 members of the Interna- 
tional Association of Machinists. The idea ori- 
ginated with an operations official of manage- 
ment. Apex called in consultants who had 
pioneered labor-management cooperative time 
studies and with standards set by them, the 
company, after consultation with the union, 
selected six employes, members of I.A.M., to 
be time-study men. The company financed 
their training in an intensive six-month course 
at Fenn College, Cleveland, whereafter it 
turned over to them the job of working out 
and administering the program. 


Immediate results were a reduction in ab- 
senteeism and lowered labor turnover, in addi- 
tion to generally higher wage levels. Apex con- 
tinued full operations during the electrical 
manufacturing strikes early last year. 


Employe Investment Plan Terminated 


The Ford Motor Co. has announced termina- 
tion of the employe investment plan, initiated 
more than 25 years ago by the elder Henry 
Ford. Under the plan employes could invest 
in the fund, up to one-fourth of the amount 
they received in wages and salaries each pay 
day. On each $50 or more invested they re- 
ceived 4% per cent a year, plus additional 
special returns. 

More than $20 million has been paid to par- 
ticipating employes during the last 20 years. 
At the end: of 1941 the company said there 
were more than 16,000 employes participating. 

A letter explained to fund participants that 
“legal trends” made it necessary to close the 
plan to new investors five years ago, and 
added that “with additional deposits impossi- 
ble, the company has decided it is not right 
for some employes to receive investment bene- 
fits when others are not able to participate.” 


Cost Savings Sharing Plan 


Early this year when the 18%c per hour 
raises were going the rounds in the automo- 
tive industry, employees at Bundy Tubing Co. 
(Detroit), asked for theirs through their local 
of the U.A.W., C.I.0. The company said, with 
productivity down over 50%, they couldn’t af- 
ford it; but, if they could work out a wage 
incentive plan, they would. The union knew 
productivity was down, but would not agree 
to a wage incentive plan. A compromise plan, 
however, was worked out and the wage raise 
agreed upon. 


A plan with the curse removing title of 
Cost Savings Sharing Plan was based on a 
typical 16-week period. A standard was set 
for labor at 30c on each net sales dollar. 
Whenever employees raised productivity to 
drive costs below that figure, the company 
and employees would split the saving 50-50, 
each employee’s share to be counted by num- 
ber of hours worked. 

At the end of the first six months the com- 
pany and the employees had each taken 
$213,288 (employees averaged 21%c an hour 
in addition to an average hourly wage of 
$1.31). Other results: labor efficiency up 35%; 
absenteeism down 35%; union grievances at 
a minimum; improvements in operating ef- 
ficiency through employee suggestions; and, 
the unionists made loafers work. 


Match Wits 


When the labor man must match wits with 
the shrewdest brains management can employ, 
he must— to win his point — be well versed 
in economics, labor law, job evaluation and all 
other matters involved in our complex indus- 
trial relations. Workers’ education faces the 
task of aiding both leaders and rank-and-file 
members to take their proper places in com- 
munity life, so as to play their full part as 
citizens in our democratic society. 


John D. Connors in American Federationist, Decem- 
ber, 1946. 


Something Extra 


An extra time credit for a regular 40-hour 
work week has been used effectively by the 
Guardian Electric Company of Chicago to re- 
duce absenteeism among its 700 employes. 
The company’s plan, operating under a slogan 
of “35 plus 5 equals 4244,” calculates the last 
5 hours of a 40-hour week at time-and-a-half, 
so that 40 hours must be put in by an em- 
ploye to merit extra pay. Under this plan 
absences dropped from a normal Monday rate 
of 14.6 per cent to a low of 6.5 per cent. An 
immediate result was 228 absences for the 
week compared to 451 the previous week. 
Extra cost to the company is offset by gains in 
production. 


Strike-Loss Calendar 


The strike ended that had closed down its 
factories and mills, Hinde & Dauch Paper Co. 
headlined newspaper ads in each of its 15 
plant cities: ‘What does a strike cost?’ Copy 
showed by calendar illustration that it will 
take the workers (who were on strike 103 
days) almost six years to make up their strike- 
lost wages of $684,354. 
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‘Fake’ Company Reports 


CHARGE that financial information 

which corporations make public or ren- 
der to the government is “incomprehensible, 
false, and misleading” was contained in an 
article by Robert Kaplan, Research Direc- 
tor, District 50, United Mine Workers, pub- 
lished in the District 50 News under the 
title “The Truth About Fake Company Fi- 
nancial Statements.” It has brought a vig- 
orous reply from The Journal of Account- 
ancy in its current issue. 

Editor James L. Carey recognizes that 
labor union officials may not find in pub- 
lished reports to stockholders all the infor- 
mation they may desire about a company’s 
operations for purposes of wage negotia- 
tions. “This is quite a different thing,” 
Carey says, “from suggesting that the 
statements which are published are un- 
truthful. Financial statements may be de- 
signed in a variety of ways, including 
greater or less disclosure of detailed infor- 
mation, depending on the purpose which 
they are intended to serve.” Among the 
varied uses which financial statements have 
been designed to serve, Carey lists the fol- 
lowing: 


1. As a_ report of stewardship; 
2. As a basis of fiscal policy; 
3. To determine the legality of divi- 


dends; 
4. As a guide to wise dividend action; 
5. As a basis for the granting of credit; 
6. As information for 
vestors ; 


prospective in- 


7. As a guide to investment values; 

8. As an aid to government supervision; 

9. As a basis for price or rate regula- 

tion; 

10. As a basis for taxation. 

Mr. Carey then says: “Your accusations 
boil down to a complaint that corporate fi- 
nancial statements are too condensed for 
your purposes. This is an entirely different 
thing from deliberate concealment or mis- 
representation. Corporate financial report- 
ing has evolved and improved as the nature 
of our economic society has changed, and 
it doubtless will continue to do so. 

“If labor unions define the information 
they want, and can establish the right to 
obtain such information from corporations, 
there will be no difficulty in preparing 
statements that will fulfill this purpose. 


Certified public accountants would not cer- 
tify such financial statements unless they 
fairly presented the information they pur- 
ported to present. ' 

“The announcement that the United Steel 
Workers had subjected its accounts to inde- 
pendent audit, and had made them public, 
was greeted with much favorable comment 
in the press several years ago. Surely, la- 
bor leaders who share the views expressed 
in your article would hardly consider it 
worth while to engage certified public ac- 
countants to audit the statements of their 
own unions.” 

The editor of District 50 News is re- 
quested by Mr. Carey to print the full re- 
ply to Mr. Kaplan. 





LABOR-MANAGEMENT ECONOMICS 


W. G. OWEN, in collaboration with Stevenson, Jordan 

& Harrison, Inc., Management Engineers. The Ronald 

Press Company, New York. 121 pp. $2.00. 

To achieve success, policies of management 
and objectives of labor must in the final anal- 
ysis be based on sound economic concepts. 
Professor Owen of Purdue University has pre- 
pared his summary for leaders in management 
and labor at all levels, and not for professional 
economists. He espouses no system or cause, 
but he brings out basic principles and factors 
in a concise, understandable and impartial 
manner. 


ANNUAL REPORTS — How to Plan and 
Write Them 


BEATRICE K. TOLLERIS, National Publicity Coun- 
cil, New York, 40 pp. $1.00. 


Any individual or group required to plan 
or write reports in the nature of an organiza- 
tional annual should find this little volume 
of value. Mrs. Tolleris, who is staff consultant 
of the National Publicity Council, wrote her 
guide for charitable institutions; however, the 
direct and sensible approach and constructive 
suggestions make it readily adaptable to any 
bank, business or corporation. 


GOVERNMENT STATISTICS FOR 

BUSINESS USE 

Edited by P. H. HAUSER and W. R. LEONARD, 

John Wiley & Sons, Inc., 430 pp. $5.00. 

The Federal Government is the largest pro- 
ducer of statistics in the world. A knowledge 
of what is available and where statistics can 
be found are necessary if one is to bring the 
complexities and relationships of modern bus- 
iness to true perspective. The editors have en- 
deavored to simplify the relationships. 





Banks Get Only 11% of $10,000 to $50,000 Group 


BERNARD F. DUNN 
President, Estate Recording Company, Boston, Massachusetts 


HERE has been considerable discussion 
during recent years about the decline 
in the number of large estates and the ad- 
visability of examining the small estate 
field as a source of new and satisfactory 
trust business. Many trust departments 
have already been adjusted so that small 
estates can be handled profitably and adver- 
tising campaigns have been carried on in 
order to secure small estate business. 
Federal Estate Tax returns provide the 
best source of information relative to trends 
in the number and size of large estates. An 
examination of such returns filed during re- 
cent years reveals a decline in the number 
of estates worth $200,000 and over, but an 
increase in the number of estates worth less 
than $200,000. Table A shows the number 
of estates, by size classifications, for which 
taxable returns were filed during recent 
years, 1943 being the most recent year for 
which complete figures are now available. 
The decline in the number of million dollar 
estates is especiaily noticeable, while the 
greatest and most consistent increase oc- 
curred in the number of estates worth less 
than $100,000. 


The gross value of the estates enumerat- 
ed in Table A reveals a similar increase in 
estates under $200,000 and a corresponding 
decrease in estates over $200,000. The 
greatest increase was in the value of es- 
tates under $100,000 and the greatest de- 
cline appeared in the value of estates over 
$1,000,000. 


Effect of Gifts 


HE cumulative effects of high income 
and estates taxes, as well as the wide- 
spread transfer of property by gift, are un- 


doubtedly reflected in this diminution of 
large estates. The Federal Gift Tax, which 
applies to transfers by gifts made after 
June 6, 1932, is payable by the donor at 
rates approximately three-fourths of the 
Federal Estate Tax rates. It is evident that 
this tax-saving provision has appealed to 
many estate owners for, during the ten 
years from 1933 to 1942, a gross total of 
$7,214,291,000 in gifts was reported to the 
Bureau of Internal Revenue. This annual 
average of almost three-quarters of a bil- 
lion dollars in transfers by gift tends to re- 
duce the number and size of present as well 
as future estates. 


Fluctuations in the market value of se- 
curities are an obvious factor in the de- 
termination of the average size of estates 
for any period. Large estates are more sus- 
ceptible to changes in the stock market be- 
cause approximately half of the assets in 
average estates of over $200,000 are cor- 
porate stocks and bonds (exclusive of Gov- 
ernment, State and Municipal bonds). Aver- 
age estates of less than $200,000 have ap- 
proximately one-third of their assets in 
corporate stocks and bonds and are less 
likely to reflect changes in the market value 
of securities. 


Proportion to Corporate Executors 


ECAUSE corporate executors have al- 

ways administered a relatively high 
percentage of the large estates, any decline 
in the number of such estates is significant. 
On the other hand, corporate executors ad- 
minister a comparatively low percentage 
of the small estates so that any substantial 
increase in the number of small estates is 
equally significant. 
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TABLE A 


SUMMARY OF FEDERAL ESTATE TAX RETURNS, BY NUMBER AND VALUE OF 
GROSS ESTATES* 


Compiled from Data Prepared by the Statistical Section of the Bureau of Internal Revenue 














Filed Filed Filed Filed Filed 
Sizes of During During During During During % Change 
Estates 1938 1939 1940 1942 1943 1938-43 
$ 40,000 
to 2658 2748 2790 2980 = +12.1%*** 
60,000 $135,777,000 $139,802,000 $142,029,000 $151,562,000 +11.6% 
$ 60,000 
to 4110 3885 4110 4353 4440 + 8.0% 
100,000 $304,725,000 $289,256,000 $301,151,000 $320,057,000 $333,805,000 + 9.5% 
$ 100,000 . 
to 3617 3371 3322 3534 3692 + 2.1% 
200,000 $472,763,000 $433,667,000 $425,831,000 $453,395,000 $480,081,000 + 1.5% 
$ 200,000 
to 1955 1783 1861 1781 1877 — 4.0% 
500,000 $567,067,000 $516,964,000 $534,214,000 $517,364,000 $548,708,000 — 3.2% 
$ 500,000 
to 512 500 460 511 460 —10.2% 
1,000,000 $343,555,000 $337,079,000 $309,391,000 $345,854,000 $313,076,000 — 8.9% 
$ 1,000,000 
to 330 279 289 266 281 —14.8% 
5,000,000 $606,608,000 $496,381,000 $520,246,000 $465,981,000 $466,470,000 —23.1% 
$ 5,000,000 
to 27 15 12 21 11 —59.4% 
10,000,000 $169,673,000 $103,739,000 $ 82,566,000 $142,862,000 $ 85,708,000 —49.5% 
Over 11 11 8 9 7 —36.4% 
$243,945,000 $225,263,000 $126,099,000 $149,436,000 $123,861,000 —49.2% 


$10,000,000 








*Taxable Federal Estate Tax Returns for Estates 
died on or after 8/31/35. 


of Citizens and Resident Aliens who 


**Exemption Raised to $60,000. 
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TABLE B 
SUMMARY OF ESTATES OF $10,000 AND OVER, BASED ON INVENTORIES FILED 
IN BALTIMORE, BUFFALO, CLEVELAND AND PHILADELPHIA 
FROM 1941 THROUGH 1945 























Number Number Per Cent 

Administered Administered Total Administered 

Sizes of Estates by Corporate by Number by Corporate 

Fiduciaries Individuals Fiduciaries 
$19.000 to $ 25,000 _. 458 4656 5114 9.0% 
$25.000 to $ 50,000 378 2158 2536 14.9% 
$50,000 to $100,000 361 1123 1484 24.3% 
Uver $100,000 529 881 1410 37.5% 
Total Number of Estates -- 1726 8818 10544 16.4% 
Total Value of Estates .. $257,897,201 $476,644,721 $734,541,922 35.1% 





In order to determine just what these 
percentages are, we have analyzed our rec- 
ords of all estates of $10,000 and over, based 
on inventories filed during the past five 


years (1941 to 1945) in Baltimore, Buffalo, 
Cleveland and Philadelphia, these being the 
four representative cities for which we 
have complete data. See Table B. 
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Out of a total of 10,544 estates, corporate 
fiduciaries administered 1,726, or 16.4% of 
the total number. The gross value of the 
10,544 estates was $734,541,922, of which 
amount corporate fiduciaries administered 
$257,897,201, or 35.1% of the total value. 


Corporate executors showed the most ac- 
tivity in the larger size groups, administer- 
ing 24.3% of estates from $50,000 to $100,- 
000 in size and 37.5% of estates over $100,- 
000 in size. However, these two size classi- 
fications comprise little more than one-quar- 
ter of all estates over $10,000. 


5,114 estates, almost half of the entire 
number analyzed, were in the smallest size 
group of $10,000 to $25,000. Trust com- 
panies showed least activity in this group, 
administering only 458 estates (9%). 2,536 
estates, comprising almost one-quarter of 
the entire number, were in the next larger 
size classification of $25,000 to $50,000, of 
which number corporate executors adminis- 
tered 378 estates (14.9%). 


These small estates of $10,000 to $50,- 
000 represent almost three-fourths of all 
estates over $10,000, yet banks and trust 
companies secured only 836 of the 7,650 
estates in these two small size groups, or 
approximately 11%. Corporate fiduciaries 
which are equipped to handle small estate 
business profitably, obviously have a great 
many potential prospects for their services 
because almost 75% of all estates over $10,- 
000 are between $10,000 to $50,000 in size 
and 89% of such estates are not now re- 
ceiving the benefit of corporate administra- 
tion. 






Estate Planning and Education 


ssoHX STATE Planning and Education,” a 
: brochure intended for the use of finan- 
cial advisors and attorneys who have clients 
interested in the development of education, 
has been issued by Pomona College, Claremont, 
Cal. This new publication covers the relation- 
ships between educational philanthropy and 
the problems of trusts, estates and inheritance 
taxation. Though it treats the subject from a 
technical standpoint, the brochure is written 
in layman’s language. 


The brochure furnishes information on such 
subjects as gifts by annuity contract, gifts by 
will, gifts by testamentary trusts and gifts by 
living trusts for any educational institution. 
It may be obtained by writing the Public Re- 
lations Office, Pomona College. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


BUILDING ESTATES TODAY 


RDINARILY there have been four ma- 

jor methods of creating or acquiring 
the capital which comprises the family es- 
tate: 


(a) Surplus annual income of the indi- 
vidual. 

(b) Appreciation in the market value of 
capital assets. 

(c) Pyramiding surplus account in a 
business enterprise. 


(d) Inheritances and gifts. 


In view of current taxation and eco- 
nomics, a mere reading of these sources 
makes it self-evident that they are “not 
what they used to be.” Let us briefly exam- 
ine each. 


Surplus Annual Income. The total income 
of the individual is usually represented by 
personal earnings in the form of salary and 
commissions, and dividends and interest on 
capital investment. Regardless of the total 
amount of this gross income, under current 
conditions it disappears at an alarming rate 
of speed. The first thing out is the high in- 
come tax. Next comes the inflated cost of 
living. If there is anything left and invest- 
ed in securities producing current income, 
such income itself will be subject to taxa- 
tion at the highest applicable rates of tax 
after adding it on top of the taxpayer’s 
other income. So we have a vicious cycle as 
to income and outgo. 


Appreciation in Market Values. If a cap- 
ital asset appreciates in value, and the own- 
er makes a sale, he is faced with a sizable 
capital gains tax, if a long-term asset, or 
with the regular income tax on the profit, 
if a short-term asset. But, what chance ap- 
preciation? The earning power of a capital 
investment is a major factor in setting its 
market value. The value of common stock 
reflects the net earning power of a cor- 
poration. When a good part of its earnings 
is taken away in the form of taxation and 
higher labor costs there may be little left 
for the stockholders. 


Fixed dollar investments, such as bonds, 


Copyright by H. S. Koster & Company. 
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allow little appreciation in value, as here 
the market value is primarily governed by 
the fixed face amount of the security and 
its fixed income yield. Of course, for those 
who still predict more inflation, the market 
value of equity investments will be reflect- 
ed in a greater number of dollars, but the 
diminishing purchasing power of those dol- 
lars could result in a meaningless profit. 


Pyramiding Surplus Account in Business 
Enterprise. The value of many business en- 
terprises has increased through the years 
because of the retention by the enterprise 
of a portion of each year’s earnings in the 
form of an increasing earned surplus ac- 
count. But today this is no longer generally 
true. If a corporation adds its net earnings 
to surplus account instead of paying them 
out as dividends, it may be “suspect” by 
the tax department of having accumulated 
unnecessary surplus beyond the reasonable 
needs of the business, for purpose of avoid- 
ing the surtax on the individual stockhold- 
ers. If it loses the decision, the corporation 
is then faced with the imposition of a pen- 
alty surtax over and above its regular tax- 
es. Then, even after having paid the penal- 
ty, such retained net earnings would still 
be taxed to the stockholders at such later 
time as a distribution took place. Therefore, 
some corporations consider themselves 
forced to pay out most or all of their net 
earnings as dividends to stockholders. Their 
earned surplus account thereby becomes 
frozen in size. 


“Trends in Estate Planning” 
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H. S. KOSTER & COMPANY, Inc. 
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New York 6, New York 
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Inheritances and Gifts. Capital trans- 
ferred at death or by gift is subject to 
heavy estate or gift taxes. In addition es- 
tates are subject to other large shrinkages 
caused by such factors as a forced sale of 
assets in an unfavorable market in order to 
raise cash to pay estate obligations. More- 
over, we find that there is less inclination 
to make lifetime gifts because prospective 
donors have less capital with which to deal. 

In light of the foregoing the most we can 
hope for the person who has gotten on in 
years is that he be able to conserve such 
capital of which he may now be possessed. 

But what of the younger man who is 
starting out on his business career? If he 
is going to leave an estate for the protec- 
tion of his wife and children at his death, 
no matter when that occurs, there is gen- 
erally one financial vehicle available to him 
—life insurance. It is only by this means 
that he will be able to buy estate capital to 
be delivered at the exact moment of death. 


LIFE INSURANCE TRUSTS 


HE primary reason for the establish- 
ment of life insurance trusts in the 


Executors 


on whom rest the responsibility 
of disposing of jewelry and 
precious objects for estates, can 
have full trust in offers made 
for purchase of single items or 
lots, with the assurance that all 
information will be held in 


strictest confidence by 


HAMMER GALLERIES 


682 Fifth Ave. * New York 19 
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past was the Federal estate tax exemption 
of $40,000 allowed to proceeds of life in- 
surance policies payable to named benefi- 
ciaries, including a trustee acting under a 
trust agreement. Such insurance proceeds 
were exempt from estate tax up to $40,000. 
Since this special exemption was removed 
by the Revenue Act of 1942, there no long- 
er has been any tax advantage in making 
life insurance policies payable under a sep- 
arate trust fund as against making the pro- 
ceeds payable to the executors of a will to 
pass into a testamentary trust. 


Therefore, it is now possible for an indi- 
vidual to create one trust fund under his 
will which can include the proceeds of his 
life insurance, instead of the two separate 
trusts heretofore desirable for tax purpos- 
es. This naturally makes for more efficient 
administration and simplicity in planning. 


However, other factors should be con- 
sidered before an individual revokes an ex- 
isting life insurance trust or decides 
against its use in the future. The proceeds 
of life insurance policies made payable to 
an executor are subject to the claims of 
creditors of the estate. This is not true of 


CANADIAN 


(: 0-operation 


Executors of Estates with assets 
in Canada will find helpful co- 
operation in the administration 
or transmission of such assets, 
by making use of our services 
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Assets under Administration 
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proceeds payable directly to named benefi- 
ciaries (in the absence, of course, of an in- 
tent to defraud creditors). In addition, life 
insurance proceeds payable to an estate are 
subject to the imposition of an executor’s 
fee which may exceed the commissions pay- 
able if the proceeds are turned over to a life 
insurance trust. However, the merging of 
the insurance trust with the trust under 
the will could easily be worth any such add- 
ed cost. 

This discussion does not, of course, cover 
the case where the proceeds should be re- 
tained by the insurance company on any 
of the settlement options. 


INCOME ALLOCATION FOR 1947 


OOD business dictates that annual in- 
come and disbursements be estimated 

in advance so that finances be kept out of 
the red at the end of the year. In business 
and government this operation is referred 
to as a “budget.” But that term is distaste- 
ful to many individuals when applying this 
principle of sound finance to family mat- 
ters. However, as the main purpose of a 
budget is to spread available income over 
items of expense, the term “Income Allo- 
cation” might be received more favorably. 
In allocating income to requirements, we 
have (a) fixed allocations, (b) adjustable 
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allocations, and (c) emergencies, the fol- 
lowing being illustrative: 


(a) Fixed Allocations: 


1. Taxes: income, real estate, per- 
sonal property, etc. 


2. Life insurance premiums 

3. Interest and principal payments 
on loans 

4. Household and liability insurance 
premiums 

(b) Adjustable Allocations: 

1. Household expenses: rent, food, 
replacements, utilities, etc. 

2. Personal expenses: clothes, enter- 
tainment, luxuries, etc. 


(c) Emergencies: 
1. Medical expenses 
2. Unemployment 


The first job of the inconie allocator is, to 
make a conservative estimate of his prob- 
able income for the coming year. His next 
step is to allocate his income to the items of 
“fixed allocations.” What is left may then 
be allocated to the “adjustable allocations.” 
Reserves should be established for “emer- 
gencies.” Inserting figures opposite the 
above items will produce interesting and 
informative results. 
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Program for 


MID-WINTER TRUST CONFERENCE 


American Bankers Association 


The Waldorf-Astoria, New 


Monday, February 3:—9:30 A.M. 


THE TRUSTMAN’S ENVIRONMENT — Fifty 
Years Ago and Now: Evans Woollen, Jr., 
president, Trust Division, American 
Bankers Association, and president, 
Fletcher Trust Co., Indianapolis. 

ADDRESS: C. W. Bailey, president, Ameri- 
can Bankers Association, and president, 
First National Bank, Clarksville, Tenn. 


GET-ACQUAINTED Hour: A new feature. 


Monday, February 3:—2:00 P.M. 


TRENDS IN THE TRUST BUSINESS 

In the West: Benson L. Smith, vice pres- 
ident, California Trust Co., Los An- 
geles. 

In the Midwest and Southwest: M. W. 
Lowell, vice president, Continental II- 
linois National Bank and Trust Co., 
Chicago. 

In the South: Guy Faulk, Jr., trust offi- 
cer, Merchants National Bank, Mobile. 

In the East: John W. Remington, vice 
president and trust officer, Lincoln 
Rochester (N. Y.) Trust Co. 

PUTTING A PRICE TAG ON TRUST SERVICES: 
E. S. Lindemann, vice president and 
trust officer, The National City Bank of 
Cleveland. 

TRUST FORUMS FOR THE PUBLIC: Clarence 
E. Sample, trust officer, Mercantile Na- 
tional Bank, Dallas. 


PARTICULARLY AIR POST STAMPS 
OF THE WORLD 


Converted into cash — through our 


AUCTION SERVICE 


Expert Handling ~ Prompt Settlement 


NICOLAS SANABRIA INC. 
521 Fifth Avenue 
at 43rd Street 
New York 17, New York 





York; February 3 - 5, 1947 

COOPERATION BETWEEN ‘TRUST _ INSTITU- 
TIONS AND THE BAR IN CONNECTICUT: 
William W. Gager, attorney, Waterbury. 


Tuesday, February 4:—9:15 A.M. 


50TH ANNIVERSARY SESSION OF 
TRUST DIVISION 
FIFTY YEARS OF TRUST BUSINESS: Gilbert 


T. Stephenson, director of trust research, 
The Graduate School of Banking, Ameri- 
can Bankers Association. 

FIFTY YEARS OF TRUST LAW: Austin W. 
Scott, professor of law, Law School of 
Harvard University, Cambridge. 

THE TRUST DIVISION’S HOROSCOPE: Frank 
M. Totton, vice president, The Chase Na- 
tional Bank, New York. 

FIFTY YEARS OF ECONOMIC CHANGE: Wil- 
liam A. Irwin, economist, American 
Bankers Association. 


Tuesday, February 4:—2:00 P.M. 


OLD AND NEW TASKS FOR TRUST ASSOCIA- 
TIONS: Ulric C. Scott, trust officer, The 
First Trust Company of Saint Paul. 


THEORY AND PRINCIPLE OF TRUST INVEST- 
MENTS: Mayo A. Shattuck, Hausser- 
mann, Davison & Shattuck, Boston. 


SHOP TALK SESSIONS: Trust Investments; 
Common Trust Funds; Taxes; Smaller 
Trust Departments. 


Wednesday, February 5:—9:15 A.M. 


NEW THINGS FOR MORE PEOPLE: Dr. Gus- 
tav Egloff, research director, Universal 
Oil Products Company, Chicago. 


CURRENT CONDITIONS AFFECTING 'TRUST 
INVESTMENTS: Dr. Marcus Nadler, pro- 
fessor of Finance, New York University. 


The 32nd Annual Convention of the Finan- 
cial Advertisers Associations will be held in 
New York City on October 6 to 9, 1947, it 
was recently announced by Swayne P. Good- 
enough, president of the Association and vice 
president of Lincoln Rochester Trust Co. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, DECEMBER 31, 1946 


RESOURCES 
Cash and Due from Banks . . . . . . . . «. $1,143,400,689.02 
U. S. Government Obligations. . . . . . . . 2,221,342,803.35 
State and Municipal Securities . . . . 2... . 118,135,196.10 
Other Securities . . ge ne ee Ee Cy 182,949,569.36 
Loans, Discounts and a er Acceptances . « « « Sear 
Accrued Interest Receivable . . . . ..... 11,488,983.11 
Mortgages . . ea 8,037,431.07 
Customers’ Acceptance Liability i ik: coe galerie la 10,656,354.33 
Stock of Federal Reserve Bank. . . ..... 7,950,000.00 
ee ee ae ee ee ee ee 32,588,572.13 
eee Ge kk ke we a ek ee ee 2,523,388.94 


$4,865,535,477.68 


LIABILITIES 
Capital Funds: 
Capital Stock . . . . . . . $111,000,000.00 
Surplus . . . 4 es «. 154,000,000.00 
Undivided Profies . «ee « « es) SS 
$ 313,500,613.02 
Dividend Payable February 1,1947 . . ... . 2,960,000.00 
Reserve for Contingencies Can ig ie Gata ae * 15,623,913.90 
Reserve for Taxes, Interest, etc. . . . .... 13,663,693.10 
Deposits sae oe » 2 » © oe oe eee 
Acceptances Outstanding a $ 15,600,237.86 
Less Amount in Portfolio . . 3,870,414.29 11,729,823.57 


Liability as Endorser on Acceptances and Foreign 
ee me ag a Gn ke aoe 1,086,324.31 
Ce eee ss tk et eK Me ee ee 11,667,597.64 


United States Government and other securities carried at $402,936,340.00 are pledged 
to secure U. S. Government War Loan Deposits of $113,075,631.66 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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CONTINENTAL ILLINOIS 
NATIONAL BANK 
AND [RUST COMPANY 


OF CHICAGO 





RESOURCES 
Cash and Due from Banks 
United States Government Obligations 
Other Bonds and Securities 
Loans and Discounts 
Stock in Federal Reserve Bank 
Customers’ Liability on Acceptances 
Income Accrued but Not Collected 
Banking House 


LIABILITIES 


oa Pah ee halen apt cae deda aera aes 


Acceptances 

Reserve for Taxes, Interest, and Expenses 
Reserve for Contingencies 

Income Collected but Not Earned 

Capital Stock 

Surplus 

Undivided Profits 





Statement of Condition, December 31, 1946 


$ 565,280,423.07 
1,179,451,969.01 
53,925,291.42 
406,741,298.36 
3,600,000.00 
2,071,666.37 
5,485, 637.81 
10,500,000.00 


$2,227,056,286.04 


$2,038,434,994.25 
2,134,435.31 
12,478,871.36 
18,112,575.67 
310,091.30 
60,000,000.00 
60,000,000.00 
35,585,318.15 
$2,227 ,056,286.04 


United States Government obligations and other securities carried at 
$133,961,981.34 are pledged to secure public and trust deposits and for 





other purposes as required or permitted by law 


Vember Federal Deposit Insurance Corporation 

















MEMORANDUM RE ESTATE SUGGESTIONS 
A Case History in Estate Planning 


HENRY H. JUDSON 
Vice President and Trust Officer, Seattle (Wash.) Trust and Savings Bank 


Analysis 
Family. Wife, daughter (age 18). 


Estate (Community Property) 


Apartment house _....___-------. $210,000 
I, ae reicntthenscosciac ind 25,000 
Other real estate 6,000 
Cash and securities 10,000 
Life insurance 34,000 


$285,000 
Less expenses, costs 


of administration, etc. 16,000 


Net estimated taxable estate _ $269,000 


Objective. Conservation of estate for wife 
and daughter; financial protection of wife 
and daughter in case of your death; reduc- 
tion of taxes; all without present cost and 
in such a manner that there is complete 
freedom of action to meet future contingen- 
cies. This protection and complete freedom 
of action can best be accomplished by a 
trust arrangement under your will and that 
of your wife. 


State Inheritance & Federal Estate Tax- 
es. Under the recent decision of the U. S. 
Supreme Court, the entire community may 
be taxed on the death of the husband, thus 
increasing these taxes many times. By leav- 
ing property in trust, such taxes may be 
greatly reduced. If you should leave your 
estate outright to Mrs. Prospect, and she 
(surviving by 5 years) left it to your 
daughter, the taxes would be: 


_........ $ 55,000 
46,000 


On your death - 
On Mrs. Prospect’s death _____. 


$101,000 


Balance of estate for 


daughter $168,000 


If, however, you left’ your estate in trust 
for the life benefit of Mrs. Prospect, with 
ultimate distribution to your daughter, the 
taxes would be reduced to: 


Presented as part of a symposium at 1946 Financial Ad- 
vertisers Association Convention. 


On your death 
On Mrs. Prospect’s death 


Balance of estate for 
daughter $204,900 
(saving for daughter $ 36,900) 


General. It is evident from the non-liquid 
nature of the assets (bearing in mind that 
it is advisable to leave the presently held 
life insurance under optional settlement 
with the insurance company to provide a 
diversification of income for Mrs. Prospect) 
that additional insurance should be pro- 
vided at least to cover the tax costs ($55,- 
000) on your death. Should Mrs. Prospect 
die first, the tax costs would be $17,500, 
and consideration might be given to insur- 
ance on her life to cover this contingency. 


Recommendations 


Your Will. Leave your home and person- 
al effects to Mrs. Prospect. Leave balance 
of estate (i.e. community one-half) in 
trust with Seattle Trust and Savings Bank 
for benefit of Mrs. Prospect. Trust to pro- 
vide stipulated payments to Mrs. Prospect 
for her support and that of daughter, with 
discretion in trustee to pay extra amounts 
for illness and emergency needs. On her 
death property in trust to be distributed 
to daughter tax-free. By means of such-a 
trust, the tax on Mrs. Prospect’s death is 
practically eliminated (reduced from $46,- 
000 to $9,100) and a net saving of $36,900 
effected for the daughter. If Mrs. Prospect 
does not survive, leave estate in trust for 
daughter with ultimate distribution to her 
at proper age. Since Mrs. Prospect will own. 
half the property by operation of the com- 
munity property law, consideration might 
be given that she be made a co-trustee with 
the bank. She should not, however, share 
in the discretionary right to decide on ex- 
tra payments to herself from the trust, for 
if so, under the power-of-appointment rule, 
the entire estate might be construed to be 
taxable to her. 


Mrs. Prospect’s Will. Leave estate to 
you if you survive. If you do not survive, 
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leave in trust for daughter. Appoint you 
as executor, and Bank in case of your death. 


Mrs. Prospect’s Community Estate. Since 
Mrs. Prospect receives half of the estate by 
operation of law, you might express wish in 
your will that she place her half of the com- 
munity property in trust with the Bank on 
your death for integration of management 
of entire estate. 


Life Insurance. Leave present insurance 
under optional settlement. As to additional 
insurance, it would be advisable to create a 
revocable Life Insurance Trust making pol- 
icies payable on death to the Bank, as trus- 
tee. Trust would contain same provisions as 
those outlined for trust under your will, and 
in addition give the trustee the right to 
purchase assets from your estate to provide 
liquidity. Such a trust is fully revocable; 
you retain all life benefits; there are no 
costs until your death. By such a trust the 
tax on Mrs. Prospect’s death applicable to 
insurance proceeds would be eliminated. 


Gifts. Due to the non-liquid nature of as- 
sets in your estate, no emphasis is placed on 
the making of gifts, but it should be borne 
in mind that your estate is in the 34.6% tax 
bracket. Thus any tax-free gifts that may 
be made properly from time to time, thus 
reducing the estate, accomplish a substan- 
tial saving. If no previous gifts have been 
made, $30,000 (plus $3,000 per year per 
donee) may be given tax-free. Such gifts 
may be made in trust for your wife and 
daughter’s benefit. 


* * * 


We learned the name of our customer’s 
attorney and life insurance adviser, and 
at his suggestion we were requested to dis- 
cuss the situation with them. Our customer 
took copies of our estate suggestions with 
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him to review in further detail and to talk 
over with his wife and we called on the law- 
yer and life insurance man, explaining the 
situation and leaving copies of the plan 
with them. 

Our suggestions were favorably received 
and we arranged a joint conference with 
our prospect, his wife, the insurance man 
and the attorney in the attorney’s office. A 
few rather minor modifications were made 
and the final result is shaping up as follows: 


The life insurance man has placed a $50,- 
000 policy. 

The attorney has drawn two wills and a 
life insurance trust agreement. 


The bank will obtain two wills and a re- 
vocable life insurance trust agreement. 


Mr. Prospect has provided a comprehen- 
sive plan of financial protection for his wife 
and daughter; the estate will be conserved; 
taxes will be reduced. The plan is simple, 
effective and completely flexible. 


“Ante Mortem” Arrangements 


A booklet designed to illustrate the advan- 
tages of including memorial arrangements in 
wills or deeds, is being made available without 
charge to lawyers and trust officers by the 
Monument Builders of America, Inc., national 
association of retail monument builders with 
offices at 840 North Michigan Avenue, Chicago. 

Emphasizing the advisability of this type 
of ante-mortem arrangement the pamphlet, 
entitled “Ante Mortem Memorial Arrange- 
ments,” cites some of the leading examples of 
difficulties arising from lack of such measures. 

Typical court decisions are used to illustrate 
the unexpected and unsatisfactory conditions 
which may arise when proper memorial ar- 
rangements are disregarded prior to death. 

The booklet has been favorably commented 
on by representative lawyers and trust officers. 
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To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
Our services are often of value on 
termination of trusts. Explanatory 
booklet on request. 


W. C. COX AND COMPANY 
208 S. LaSalle St. 


Chicago 4, IIl. 
Established 1913 
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THIS MAN’S 


EXPERIENCE 
CAN HELP ANY 
TRUST OFFICER 


There are many phases of a Trust Officer’s work 
that can be made easier by the cooperation of an experienced Con- 
necticut General Life Underwriter who is thoroughly trained in the 
subject of estate analysis and planning. In addition to his own 
experience the Connecticut General man has access to a Home Office 
Advisory Bureau for technical advice. In estate planning, in formu- 
lating business insurance plans, in working out employee retirement 
plans, the Connecticut General Underwriter can develop a competent 


analysis that will simplify the Trust Officer’s work. 


Because they are familiar with the problems faced by both Trust 
Officers and Lawyers, Connecticut General men know where their 
particular value in the picture begins and where itends . . . this 


naturally makes a good basis for working cooperation. 


If the card reads Connecticut General you can be sure of intelligent 
and helpful cooperation from the well trained Underwriter who is 


waiting to see you. 


CONNECTICUT GENERAL 


LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 
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THE BANK FOR ALL THE PEOPLE 


705,000 SAVINGS AND CHECKING ACCOUNTS 
CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1946 


ASSETS 
Cash on Hand andin Banks .....-+ ++ +++ $ %184,075,082.86 
United States Government Securities. ..... 583,472,944.19 


State, Municipal and Other Securities, including 
stock of the Federal Reserve Bank ...... 21,646,657.45 


Loans amd Discounts .. ec ccc cv ce cvecee 252,824,909.97 


Bank Premises—including investments representing 
Branch Premises . ....++«++«eecececee 4,112,264.19 


Other Real Estate ....+.e-scecececececee 1.00 
Other Assets. .-2 sc cccecvecscececvcevece 2,826,371.27 
Customers’ Liability on Acceptances ...« « « 113,214.14 


Total . . « «© © © © «© © © © $1,049,071,445.07 


LIABILITIES 
Capital Stock oeeeeee $ 13,800,000.00 
Surplus ...<«eccceccee 18,200,000.00 
Undivided Profits .... « 4,491,107.91 


Reserve for Retirement of 
Capital Notes ..... 3,500,000.00 


Reserve for Contingencies . 2,189,720.67 
CugtteiMe@es « « « «cee 8,000,000.00 


Total Capital Funds .... 50,180,828.58 
DEPOSITS 


Demand . ce cccececce $467,019,783.05 
Savings .«.<«-c«-eecesee 478,457,339.71 
United States Government . 22,679,018.64 
Estates Trust Department . 17,124,940.92 
Corporate Trust Department 3,098,998.79 988,380,081.11 


Accrued Taxes, Interest,etc. ....++eereere 5,398,233.58 
Other Liabilities ....-2c«ccccecceecvee 4,999,087.66 
Acceptances Executed for Customers ..... . 113,214.14 


Total . . « 2 © © © © © «© © $1,049,071,445.07 


Contingent Liability on Loan Commitments—$7 528,333.44 


United States Government Securities carried at $65,559,114.32 are pledged to secure U. S. Govern- 
ment Deposits and other public funds and for other purposes as required or permitted by! aw. 


Assets are shown Net after deducting Reserves. 


We welcome individuals and corporations 
seeking new or additional banking services. 


50 CONVENIENT OFFICES 
Northern Ohio: 

Bedford ¢ Lorain « Painesville « Willoughby 

COMMERCIAL « SAVINGS «+ TRUSTS 


Member: Federal Deposit Insurance Corporation Federal Reserve System 





TEAMWORK IN ESTATE PLANNING 


Opportunities for Serving Broader Range of Clients 


GEORGE M. VENABLE 
District agent, Northwestern Mutual Life Insurance Co., Columbus, Ga. 


T has only been within recent years that 

life underwriters and trust officers have 
clearly understood and appreciated the im- 
portance of working together as a team in 
solving the problems of their prospects and 
clients. Too often the life insurance man, 
in past years, has taken the attitude that 
he alone could best serve his prospects, and 
in some instances the trust officer has fol- 
lowed the same line of reasoning. This at- 
titude is wrong and it is gratifying to see 
the spirit of teamwork now existing in 
practically all cases. 


A study and arrangement of an estate 
require consideration of many component 
factors, such as an analysis of each asset 
and financial history and the basis.of trans- 
fer. Consideration should also be given to 
the individuals who will ultimately receive 
the property and their ability to continue 
conservative management thereafter. Care- 
ful study should be given to trends and 
conditions which might alter or change the 
original objective of the estate holder. It 
is recognition of the fact that specialized 
knowledge is required that has brought into 
being the estate planning team of the at- 
torney, trust officer and life underwriter. 


Opening Up Prospect 


N my work as a life underwriter, I have 

noticed that many prominent business 
men, in the initial stages of an estate plan- 
ning approach, will more readily open up 
and give detailed data to the life underwrit- 
er than they will to the trust officer. The un- 
derwriter can be of material assistance by 
guiding the thinking of his prospect to- 
wards the advisability of having the estate 
planning team study his problem. 

The average business man, while realiz- 
ing that he should do something about put- 
ting his financial house in order, will pro- 
crastinate to the extent of not discussing 
his problems with the trust officer of his 
bank. To some extent the attorney and 
trust officer are restrained by the Code of 
Ethics of their respective professions from 


From address before meeting of Georgia Bankers Asso- 
ciation, Committee on Trust Affairs, November 25, 1946. 


making an aggressive approach to the es- 
tate holder. 


If the life underwriter happens to be the 
one to secure initial information, he should 
explain to the prospect the needs for a 
tailor-made job on his estate planning and 
ask for permission to contact his trust offi- 
cer and attorney. It is usually desirable to 
arrange for a joint interview, at which 
time either the trust officer or attorney 
leads the discussion, outlining the proposed 
estate plan. If this study has developed the 
need for life insurance, this should be em- 
phasized by the trust officer. The under- 
writer, by the same token, is in position to 
support the recommendations of the trust 
officer and attorney and to stress the im- 
portance of taking action in subsequent 
contacts with the prospective client. 


Business Estate Planning 


N addition to the broad field for team- 

work between the trust officer and under- 
writer in personal estate planning, much 
interest is now being shown by business 
concerns in corporation insurance, key man 
coverage and related buy and sell agree- 
ments in the case of partnerships and stock 
purchase agreements for corporation in- 
surance. In practically every instance the 
services of a corporate trustee, as the me- 
dium of transfer on an impartial basis, are 
very desirable. It is a “must”, in my judg- 
ment, for the life underwriter to recom- 
mend this procedure to his client. 


In my opinion employee retirement plans 
are one of the most important fields for 
teamwork between the underwriter and 
trustman. It is logical for management to 
go to a trust institution to discuss a re- 
tirement plan for its employees. The choice 
of an insured pension trust plan, profit 
sharing plan or a combination of both, de- 
pends in each particular case upon a com- 
prehensive study of the Company’s past 
earning record, the employment trend and 
the expected volume of business. Manage- 
ment often feels that the flexibility of a 
profit sharing program, which does not 
commit them to a definite financial cost 
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factor each year, is desirable. On the other 
hand, consideration should be given to the 
reaction of the average employee towards 
the lack of a guaranteed benefit under this 
type of program. Most employees prefer a 
plan which stresses, at the time it is in- 
stalled, how much benefit will be paid to 
them at retirement age. 


After the trust officer has assisted his 
client in this preliminary study, he should 
then ask permission to contact a qualified 
underwriter, who can present a definite 
cost study upon receiving detailed payroll 
data. The preparation and presentation of 
a formal pension plan is, from this stage, 
a 100% teamwork job. 


The use of a corporate trustee is the most 
desirable method of administering a pen- 
sion program. The servicing of the plan 
opens up to the trustee the opportunity for 
a great deal of collateral business, especial- 
ly in the personal estate plans of the offi- 
cers of the corporation. Here again is a 
chance for the life underwriter to bring to 
the attention of the official family the im- 
portance of planning their personal affairs. 


The future holds a great deal for our par- 
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ticular lines of endeavor. By working 
together, we can do the maximum job for 
our clients. 





Life Insurance Record Highs 


RECORD volume of life insurance pro- 

tection to their family “estates” was 
added by Americans during 1946 with the pur- 
chase of $18 billion worth of life insurance 
alone, while spending heavily for other forms 
of insurance protection. 

At the year’s end, the 73 million policies 
showed a total of $174 billion, the highest in 
history. During the year, the average life in- 
surance per family increased $500, to $4500, 
the Institute of Life Insurance reported. 

Group life insurance, which figures sig- 
nificantly in employer-employe relations, rose 
more than $5 billion to an aggregate of $28 
billion on Dec. 31, just twice the total of 
seven years ago. 

Payments to American policyholders and 
beneficiaries rose to $2.8 billion, payments 
being divided fairly evenly between death 
benefits and payments to living policyholders. 

Assets in the hands of life companies at the 
year-end were near $48.5 billion, an increase 
of $15.8 billion in assets over the year 1941. 
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ONE OF AMERICA’S 


OLDEST & LARGEST COIN DEALERS 


SPECIALISTS IN 


U. S. — FOREIGN — ORIENTAL — ANCIENT 
COINS — MEDALS —- PAPER MONEY 


Publishers 
Standard Coin Collectors Reference Books. 
“Handy Bankers Guide” 


PERSONAL REPRESENTATIVE FOR OUTSTANDING 
COLLECTORS THROUGHOUT THE WORLD 


COLLECTIONS 
CATALOGUED — APPRAISED 
for ESTATES & MUSEUMS 


~ CORRESPONDENCE INVITED ~ 


STACKS ~ 


Fellows of the Royal Numismatic Society, members of the leading Numismatic Societies throughout the world. 





12 West 46th Street ~ 


New York 19, N. Y. 
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TRUST FUND OR GROUP ANNUITY ? 





The Case for Trusteed Pension Plans 


ESMOND B. GARDNER* 
Member of New York Bar; Vice President, The Chase National Bank of the City of New York 


HE funding of retirement benefits un- 

der a pension plan is simply a matter 
of segregating from the control of the em- 
ployer, during the years in which produc- 
tive services are rendered by employees, the 
amounts necessary to cover the cost of fu- 
ture pensions. There are a number of meth- 
ods of funding, but this discussion will be 
restricted to trust funds and group annui- 
ties. The advantages of a trust fund over 
group annuities can be summed up in two 
words: “flexibility” and “‘cost’’. 


“Flexibility” means, in this connection, 
freedom in the choice of provisions for the 
plan as to membership, benefits and operat- 
ing procedures. It also means latitute in the 
timing and in the amounts of employer con- 
tributions. 


As to Membership 


The trust fund method offers the advan- 
tage of treating all employees alike and can 
include the employees over retirement age 
even if retired. This cannot be easily done 
under the group annuity method as, for one 
reason, it is necessary for the full purchase 
price of an annuity to have been paid for 
before the annuity payments from a life in- 
surance company can begin and, conse- 
quently, a number of such plans exclude or 
delay the retirement of employees over 
some age from 55 to 65 who are really the 
primary retirement problem of an em- 
ployer. 


Under either method of funding, if mem- 
bership is to be restricted by the amount of 
compensation or the nature of employment, 
then such restrictions are free choices sub- 
ject only to Treasury Department regula- 
tions and employee relations policy. Under 
the group annuity method, additional re- 
strictions as to length of service and age are 
always included and are designed to elim- 


Based on address before Controllers Institute of Amer- 
ica 1946 Meeting. 


*Prepared in conjunction with Mr. C. Jerome Weber, 
member of the New York Bar and Personal Trust Officer 
of The Chase National Bank of the City of New York. 


inate personnel turnover in order to avoid 
subjecting the employer to _ lapsation 
charges. Under the trust fund method, all 
employees meeting the compensation and 
nature of employment requirements, if any, 
may be included in the plan without increas- 
ing the cost or even the outlay if withdraw- 
als from service are anticipated, because 
employees who do sever their employment 
early simply will not become entitled to 
pension payments and there are no lapsa- 
tion charges under a trust fund. However, 
length of service and age requirements may 
be included if desired. 


As to Benefits 


The pension formula under a plan funded 
through a trust can be determined to suit 
the case, while there are restrictings if 
group annuities are used. As an example, 
the pension may be based upon final or final 
average compensation under a trust fund, 
but no group annuities have used this ba- 
sis. Likewise, no group annuities have used 
a “flat percentage of compensation” basis. 
One result of these restrictions is_ that 
group annuities have not used the “25 plus 
14%” formula approved for integration 
with social security in plans covering em- 
ployees with compensation in excess of $3,- 
000 a year. Furthermore, under the trust 
fund method the adjustment for social se- 
curity benefits can be made by deduction 
of the exact amount of those benefits from 
an overall pension formula rather than by 
the approximate methods which are always 
used by group annuities and, if desired, can 
be used by a plan funded through a trust. 


Under both group annuities and a trust 
fund, the pension benefits are usually com- 
puted on the basis of a straight life annuity. 
Under group annuities, the employee is 
usually given the right to elect one of a 
number of joint and survivor forms. This 
election must be made five years in advance 
of retirement. Under a trust fund, the plan 
may permit the member to elect any option- 
al form of benefit that fits his particular 
case, as long as it is actuarially equivalent 
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in value to the straight life annuity, and 
he may be allowed to make his election at 
the time of retirement when his then needs 
are known. There may be some cost attached 
to such a provision but it represents a de- 
sirable feature. 


Another restriction often imposed under 
group annuities is a maximum amount of 
pension; this discriminates against im- 
portant personnel. In addition, it is possible 
to include in a plan using a trust fund, but 
not in one using group annuities, a provi- 
sion for a disability retirement benefit. 
As to Operating Procedure 


The term “flexibility” has been misinter- 
preted to indicate that discrimination 
among members of the plan is permissible. 
Once the provisions of the plan have been 
chosen, their administration is just as rigid 
as under a group annuity arrangement. The 
word “self-administered” has also been 
sometimes used in a derogatory sense. The 
fact is that “self-administered” should not 
be applied to a plan using a trust fund, as 
the trust assets are absolutely segregated 
from the employer’s and the schedule of 
contributions to the trust fund is scien- 
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tifically prepared by independent profes- 
sional actuaries using standard tables based 
upon years of experience. That term could 
be properly applied only to an unfunded 
plan, as in that case the benefits are paid 
directly from the assets of the employer. 


Here again, in the operating procedure 
provisions, a plan should be developed with 
complete freedom of choice so as to follow 
the established personnel policies in such 
matters as leaves of absence, and also to 
make the maximum use of the employer’s 
records. Even if there is no plan, an em- 
ployer will need to keep a set of personnel 
records showing the pertinent data in re- 
gard to each employee’s birth, length of 
service and compensation. If a trust fund 
is used, this is the only set of detailed rec- 
ords that need be kept for a non-contribu- 
tory plan, and then the personnel data of 
the members of the plan as they exist at the 
time are transmitted for actuarial study, 
usually once a year. 


If group annuities are used, however, 
the life insurance company will maintain 
another complete set of detailed records. 
Every time a change occurs, the employer 
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must change his records and also notify 
the life insurance company of the change. 
It is obvious, therefore, that group annui- 
ties have the effect of increasing rather 
than minimizing the amount of record keep- 
ing for a pension plan. 

In connection with the payments of pen- 
sions under a group annuity arrangement, 
the life insurance company prepares and 
mails the checks. Some employers, in order 
to maintain direct contact with retired em- 
ployees and for other reasons, prefer to 
make those payments themselves. This can 
be easily arranged under a trust fund. 
As to the Amount of Contribution 

A wider range in actuarial procedures is 
available under a trust fund and the expe- 
rienced actuary will compute the amount 
of the contribution on the basis best suited 
to the particular case. His choice will affect 
the amount of the annual contributions 
which must not be confused with the net 
cost of a pension plan. An example of this 
freedom of choice occurs in connection with 
the contribution basis. The single premium 
or step-rate basis, and not the level pre- 
mium basis, is always used for group an- 
nuities. On the step-rate basis, the premium 
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rate for each employee increases each year 
and the normal cost expressed as a per- 
centage of payroll may be expected to in- 
crease from year to year unless there is a 
sufficient number of young employees added 
each year. This results in lower payments 
at the outset but heavier payments ulti- 
mately and an increased net cost as to each 
employee. From the viewpoint of the em- 
ployer, it is better in most cases to have 
the contributions expressed on the level 
premium basis and then he will not be run- 
ning the risk of a heavy per capita increase 
in current payments at a time when he may 
be retrenching and not adding new em- 
ployees. In some cases it may be advisable 
to use the step-rate basis; under the trust 
fund method, the choice between the two 
may be freely made. 


Another example of flexibility occurs in 
connection with discounts for deaths and 
severances. Under both group annuities and 
a trust fund, the conservative anticipation 
of deaths that are expected to occur results 
in smaller annual contributions. Under a 
trust fund, the contribution can be further 
reduced by anticipating, again conserva- 
tively, ordinary withdrawals from service 
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before retirement. This may be important 
in leveling out the annual contributions 
because over an extended period of employ- 
ment, say between ages 20 and 50, with- 
drawals are much more likely to occur be- 
fore 65 than deaths. This procedure would 
not be appropriate under group annuities, 
however, because the continuance of employ- 
ment is a matter within the control of the 
employer and the employee. Furthermore, 
under a trust fund, the experienced ac- 
tuary may take into account not only the 
probable mortality and withdrawals, but 
also the probable changes in compensation 
scales, so that the contribution can be ex- 
pressed as a continuing level percentage of 
payroll. 


As to the Timing of Contributions 


Under a trust fund, the employer may 
make his normal or current service contri- 
bution at any time during the tax year 
without making prearrangements to do so, 
or having made such arrangements, they 
may be changed at any time, without hav- 
ing to obtain the consent of another party. 
If the contribution is made at the begin- 
ning of the year, it will result in the largest 
period of tax free accumulation, and if 
made later, that period will be shortened 
and the amount of the contribution adjust- 
ed upward. 

The employer may contribute the entire 
amount needed to cover the past service 
credits at one time or he may contribute 
any portion of that amount from time to 
time. If the whole amount is paid as one 
lump sum, then 10% thereof would be taken 
as a tax deduction for ten successive years, 
but the fund would be accumulating inter- 
est tax free during that time. If the em- 
ployer desires a coincident tax deduction, 
the largest amount that may be contributed 
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in one taxable year would be 10% of the to- 
tal past service accrued credits. The plan 
could be considered by the actuary, how- 
ever, to be adequately funded by a payment 
of a much smaller sum; for example, 4% of 
the total amount would, on a 242% interest 
accrual basis, permit the complete funding 
of the past service over a period of approxi- 
mately 40 years, and at a 5% rate about 30 
years would be required. While it is the 
practice of life insurance companies that 
pension payments to retired employees can- 
not begin until the full amount of the pur- 
chase price has been paid, under a trust 
fund it is proper procedure to make pen- 
sion payments at the same time as the cost 
for such payments is being contributed be- 
cause no part of the trust fund is ear- 
marked as representing the pension credits 
of any particular employee. 


The failure to make a contribution pro- 
duces different results under the two meth- 
ods of funding. Under group annuities, in 
the event of nonpayment of a premium, 
there is a period of grace and also a further 
period thereafter during which the arrange- 
ment may be reinstated by payment of the 
past due premium plus an interest penalty. 
If the premium should be unpaid for a pe- 
riod of say two years and the arrangement 
reinstated, the employer could take a tax 
deduction of only 10% of the amount paid 
during the taxable year in excess of the 
current service premium for that taxable 
year. If the whole or any part of the con- 
tribution under a plan using a trust fund 
is not paid, then the amount not paid must 
be made up at some future time plus any 
accumulation that would accrue thereon on 
account of the failure to make the pay- 
ment when due. In making up such amount, 
however, if an employer desires to contri- 
bute only the largest amount for which he 
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could obtain a coincident tax deduction, he 
would contribute during any one year only 
10% of the amount to be made up. 


As to Changes in Plan 


There is also freedom of choice in making 
changes in the provisions of a plan using a 
trust fund, or in the actuarial procedures. 
If an employer purchases group annuities 
and the management or investment policy 
of the insurance company changes, there is 
no way in which the employer may with- 
draw the credits for his employees and 
place them with another organization. 
However, under a trust fund, the employer 
may at any time withdraw the whole of the 
assets in the trust and transfer them to 
another trustee or to a life insurance com- 
pany, 

Costs 


OST does not mean the amount esti- 

mated as the first contribution for a 
plan. Any one making a comparison be- 
tween the costs of different methods of 
funding should do more than just look at 
the figures presented but must also look 
into the normal trend for future contribu- 
tions. The amount of the first contribution 
will vary, dependent upon whether or not 


deaths and severances are anticipated, and 


also other factors, such as the use of the 
step-rate as against the level premium ba- 
Sis. 

No employer should hope to avoid ulti- 
mate payment of the full cost of pensions 
paid. The number of pensions to be paid 
will be determined by the number of em- 
ployees who survive in the employer’s serv- 
ice to retirement age and the amount of the 
pensions will depend upon the pension for- 
mula adopted. No outside agency can have 
any influence on these factors during the 
operation of a plan, so that the question of 
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comparative costs between group annuities 
and a trust fund is really a consideration 
of the administrative expenses under the 
two methods and of the amounts over and 
above the actual benefit payments which a 
life insurance company may be expected to 
hold as a true reserve. 


Based upon the actuarial procedures for 
group annuities and using the assumptions 
ordinarily used for a trust fund by actu- 
aries, the contributions from the employer 
for a noncontributory plan will be deter- 
mined to be from 15% to 20% less than 
would be required as premiums for group 
annuities. This difference increases to from 
25% to 35% if the plan requires employee 
contributions because with a fixed contri- 
bution from the employees all of the differ- 
ence is reflected in the employer’s cost. 

The differences mentioned arise mainly 
from two sources. First, the life insurance 
companies have an 8% administration 
charge. The second source is that the life 
insurance companies take a most conserva- 
tive view of the lor.gevity of individuals in 
connection with annuities. For example, 
they assume that on the average all men 
age 65 will live for at least 14.4 years. Ex- 
perienced independent actuaries state that 
studies of actual experience in many differ- 
ent retirement plans indicate that an ex- 
pectancy at age 65 of about 13 years would 
be a sufficiently conservative measure to 
use. In addition to these two sources, there 
are other items which will affect the cost, 
such as the 4% surrender charges when 
employees leave prior to retirement, which 
may become 100% of the employer’s contri- 
bution if the insurance company determines 
that the employee is not in good health. 


While the full difference of 15% or 20% 
may not continue over 30 or 40 years, any 
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reduction in that difference is under the 
control of the insurance company. In the 
case of a mutual company the return of any 
part of that difference would take the form 
of a “dividend”. For the past 25 years 
group annuity dividends, unlike dividends 
on individual policies, have been practically 
negligible. On the other hand, the 15% to 
20% difference would be increased if there 
were any excess interest earnings. If, for 
example, investment interest returns ex- 
ceed the rate assumed, the entire amount of 
earnings under a trust fund is available 
for plan purposes, whereas, under a group 
annuity, it would be at the discretion of 
the insurance company if any excess por- 
tion is to be paid out as a dividend. 


Incidentally, the fees of the trustee and 
the actuary are identified as such and their 
services, like the services of counsel, are 
rendered directly for the benefit of the em- 
ployer and the employees and not to a third 
party. 

True Funding Operation 


NOTHER point in favor of a trust fund 

is that the true funding operation for 

a simple pension plan is not a matter of in- 
surance, which involves a protection against 
the sudden happening of what in insurance 
parlance is called a “catastrophe hazard”, 
such as accident, fire or early death; but is 
the accumulation of funds at interest and 
this is, of course, a matter of investment 
which is the primary business of a trustee. 
Both the insurance companies and trus- 
tees are in the same market and therefore 
the gross rate of return on investments in 
a trust fund should be as good as the gross 
rate of return obtained by insurance com- 
panies, if the trustee is permitted to buy 
similar securities. In considering the in- 
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vestment yield of a trust fund, it should be 
borne in mind that there is no catastrophe 
hazard and therefore there is no necessity 
in having the securities in a form that may 
be quickly liquidated because the current 
contributions to the trust fund together 
with the yield on securities in the trust 
fund will pay the disbursements under most 
pension plans practically indefinitely. Con- 
sequently, all investments in a trust fund 
may be made in long term securities. In this 
connection, there is also an element of flex- 
ibility in the choice of provisions for the 
types of investments. 


It is sometimes said that an actuarial 
trust fund is “self-insured”. However, in 
creating a retirement plan, an employer is 
not protecting himself against an event 
which he hopes will not happen, but is mak- 
ing provision to take care of one of the 
three events which is bound to occur be- 
cause an employee must either (1) attain 
retirement age, or (2) die prior thereto, or 
(3) withdraw from employment before that 
time. Therefore, the procedure prior to re- 
tirement is one of amortization rather than 
of self-insurance. In fact, the possibility of 
the happening of one of the three events in 
a simple retirement plan is not a “catastro- 
phe hazard” because death or ordinary 
withdrawal results in ending and not in 
creating liabilities, and because an increase 
in the total pension liabilities can only be 
caused by the event of unusual longevity. 
Such an increase is not funded by one large 
lump sum'‘contribution but is practically al- 
ways offset by other factors such as sever- 
ance credits and, even if not offset, results 
merely in an increase in the rate of contri- 
butions to a continuing fund. In the final 
analysis, however, it is only the continuance 
of contributions by the employer, whether 
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paid to a life insurance company or to a 
trust fund, which assures payment of the 
benefits under a plan, and to that extent all 
plans are “self-insured”. 


Guarantees 


T is said that a life insurance company 

guarantees that the annuities will be 
paid. It is true that there is a contractual 
obligation to pay the annuities and the com- 
pany does agree that the premiums will not 
be changed for the first five years of the 
plan. Five years in the lifetime of a pension 
plan is exceedingly short. If an insurance 
company should have losses under a group 
annuity plan and use its right to change the 
premium rates, the employer could, of 
course, terminate the arrangement and then 
the guarantee of the life insurance company 
would operate. 


Termination, however, has a disadvan- 
tage because under most pension plans the 
employee is not entitled to the benefit of all 
of the employer’s money unless he continues 
in the service of the employer to retirement 
or unless he has remained with the employ- 
er a very long time, and there is a provi- 
sion under group annuities to the effect 
that, upon termination, all of the benefits 
accrued from premiums paid to the life in- 
surance company and credited to the em- 
ployees become irrevocable regardless of the 
other provisions of the plan. The result is 
that the employer would lose the right to 
have credits, that would normally be avail- 
able from employees who leave his service 
in good health before becoming eligible for 
a retirement benefit, applied for the benefit 
of his remaining employees. If, however, 
the employer continues to purchase group 
annuities, the guarantee would not come 
into operation. 


IN THE HANDLING OF 


Labor Relations 


T has also been said that employees ac- 

cept group annuities more readily than a 
trust fund. This statement is usually made 
without giving any reasons. In view of the 
number, size and importance of companies 
which have for a long time, and still are, 
operating trust fund plans successfully, it 
may be that this point resolves itself into a 
matter of presentation. A good presenta- 
tion should be made of all plans regardless 
of type, not only upon adoption, but period- 
ically thereafter in order to obtain the re- 
sult of high employee morale which is the 
primary aim of such plans. 


For these reasons, a plan using a trust 
fund will be more suitable for most cases 
than group annuities. An employer contem- 
plating the adoption of an employee benefit 
plan should examine these reasons and dis- 
cuss their application to his particular case, 
with an organization which has had actual 
experience in the successful development 
and administration of similar plans and 
trust funds. 


Notice to Bank Stockholders 


A PROGRESSIVE STEP in the handling of annual 
meetings of bank stockholders has been made 
by Manufacturers Trust Company of New 
York. Acting to meet the requests of a number 
of its stockholders who asked that a report 
of the bank’s operations be in their hands 
prior to the annual meeting, the bank mailed 
to about 30,000 stockholders a single sheet 
of four pages, reduced from the usual thirty- 
two pages. That the task was a difficult one 
can be appreciated, inasmuch as the report 
covers seventy-two branches and the varied 
operations of a large bank and trust company. 
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Where There’s A Will... 


AMON RUNYOVN, internationally 

known newspaper columnist and _ fic- 
tion writer, directed his executor, Chase 
National Bank of New York, to create a 
“literary trust” consisting of his copy- 
rights, published and unpublished books, 
plays and motion pictures. One-half of the 
trust income is to be paid to his former 
wife for life. From the other half, the first 
$200 a month is to be paid to Mr. Runyon’s 
daughter, the remaining income to go to his 
son. Upon the former Mrs. Runyon’s death, 
her share of the income is to be paid to the 
daughter. The principal of the trust ulti- 
mately passes to the son and a child of the 
daughter. 

* * * 

RIG. GEN. LEONARD P. AYRES, 

one of the nation’s leading business 
economists, chief statistician of the A.E.F. 
during World War I, and vice president of 
The Cleveland Trust Company, bequeathed 
to a sister all his personal effects excepting 
an automobile which he gave to her hus- 
band, W. Randolph Burgess, former presi- 
dent of the American Bankers Association. 
Gen. Ayres left the rest of his estate in 
trust, with the trust company as executor 
and trustee, directing it to divide the fund 
into three shares for two other sisters and 
a brother. Each is to receive the income 
from his or her share, with so much of the 
principal thereof as the trustee deems ne- 
cessary for the beneficiary’s maintenance, 
support and comfort, if the trust income, 
together with means of support from other 
sources, is insufficient for that purpose. 
Upon the death of a beneficiary, his or her 
share of the principal is to be divided equal- 





ly among such of six named nieces and 
nephews as are then surviving. 


* * * 


R. HARVEY J. BURKHART, world 

renowned director of the Eastman 
Dental Foundation and its five European 
clinics, stated in his will that his wife was 
already well provided for but he set aside 
the sum of $10,000, the income from which 
was to be paid to her for life. Dr. Burkhart 
directed his executors to pay one sister 
$400 a year so long as she lives, and “to 
make provisions to care for (another sis- 
ter) if she may need help,” the income from 
the remainder of the estate to be paid to a 
son. 


One-half of the estate is to be held in 
trust for a grandson, but the son is to have 
the use and income of the fund except for 
amounts needed for the grandson’s: educa- 
tion. When the grandson becomes thirty, 
the executors—Lincoln Rochester (N. Y.) 
Trust Company and the son—are to pay 
over the principal to him if they deem him 
worthy and if the son is willing to give up 
the income. In the event of the death of 
the son or the grandson, the estate is to be 
disposed of in accordance with a named will 
of the son. Dr. Burkhart wrote his own will. 


THE COMMITTEE ON SERVICE for War Veterans 
of the American Bankers Association, of which 
Chester R. Davis, vice president and trust 
officer, Chicago Title & Trust Co., is chairman, 
has distributed to banks two supplements to 
the manual, “On-The-Job Veteran Training 
For Banks,” published last June. 
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RETIREMENT PLANS IN BUSINESS MANAGEMENT 
Trends in Employee Compensation Related to Future Security 


JOSEPH H. REESE, C.L.U. 


TRUSTS and ESTATES—January 1947 


General agent of Penn Mutual Life Insurance Company, Philadelphia 


HEN MEN WERE SERFS, there 

appeared to be no need for pension 
planning. Even a hundred years ago 90 per 
cent of the population possessed the means 
with which to sustain themselves financial- 
ly, not only during their productive life- 
time, but when the specter of old age ap- 
peared over the door. Farmers, small busi- 
ness men, and small manufacturers consti- 
tuted the bulk of the population. 


Today not more than two out of twenty 
own the tools with which they make a living, 
so the problem of security at the end of our 
economic lifetime becomes a definite part 
of industrial and national planning. 


Many so-called socially minded employers 
gave serious consideration to the retire- 
ment of the superannuated employees, and 
installed pension plans, before 1930. But 
the impact of the depression brought to the 
surface the tremendous national demand for 
individual security. 

In Lewis Meriam’s book Relief and So- 
cial. Security, published by the Brookings 
Institution, he quotes the following forces 
that led up to the adoption of a National So- 
cial Security Act, in 1935 which was subse- 
quently amended in 1939. Meriam mentions 
as among the most important the following: 


“1. In the industrial civilization that had 
developed, employees in the older age 
brackets were often, although by no means 
invariably, less efficient than younger em- 
ployees even if they escaped disabilities that 
rendered them actually unemployable. An 
older employee who lost his job had diffi- 
culty finding another satisfactory one. 

2. In many households in urban and in- 
dustrial communities, old people could con- 
tribute little to family. support, yet housing, 
food, clothing, and care of the aged cost 
the family money. Under a money economy 
in urban communities, the care of the aged 
was proving very different from what it 
had been in a rural agricultural economy, 
with a considerable measure of family self- 
sufficiency. 

38. The absolute number of old persons 
in the population was increasing, and be- 
cause of a declining birth rate, an improved 


From address before the Employee Retirement Plans 
Forum held in Philadelphia, Nov. 7, 1946. 





mortality rate, and the curtailment of im- 
migration, the percentage which they form- 
ed of the total population was also going 
up. The nation thus had to look forward to 
having active workers support an increas- 
ing number of persons dependent because of 
advanced years.” 


The figures released by the United States 
Bureau of Vital Statistics show the actual 
number of persons 65 and over in relation 
to the total population. 


Age 65 Total Per- 

and over Population centage 
1900 3,080,498 75,994,575 4.1 
1910 3,949,526 91,972,266 4.3 
1920 4,933,215 105,710,620 4.7 
1930 6,633,805 122,775,046 5.4 
1940 9,019,314 131,669,275 6.9 


The National Resources Committee has giv- 
en us the following estimates for the fu- 
ture: 


Estimated 
Age 65 Total Per- 
and over Population centage 
1950 11,203,000 141,213,000 7.9 
1960 14,818,000 147,612,000 10.0 
1970 17,995,000 151,783,000 11.9 


Plans Benefit Employers 


STUDY of these figures establishes the 

recognition of a national economic 
problem that has nothing to do with our 
social conscience. With the establishment 
of Social Security in 1935 we began a con- 
tributory pension plan for which the em- 
ployer received no recognizable credit even 
though he was making an equal contribution 
with the employee to establish a minimum 
benefit. Thus a form of compensation be- 
came an accepted philosophy of business 
operation which possesses many benefits for 
the employer not at first readily apparent. 


To what extent the designers of Social 
Security believed that Social Security 
would provide a partial cure for unemploy- 
ment by removing those over 65 from the 
competitive workers’ market is not known. 
Nevertheless, the National Industrial Con- 
ference Board has stated in their report 
“Trends in Company Pension Plans”, the 
motives behind the adoption of pension 
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plans have tended to change over the years, 
and we are beginning to recognize that the 
elimination of the superannuated employee 
is a vital business necessity and an essential 
part of wage costs in achieving productive 
efficiency. 

A few years before the war, Forbes Mag- 
azine conducted a contest to determine the 
leading reasons why employees liked to 
work for their companies. The item “job se- 
curity, insurance and savings plans, and 
pensions” led all of the twelve points men- 
tioned in the 758 papers with a 90 percent- 
age, while wages were mentioned by only 
69 per cent and hours of work, 15 per cent. 

Permanent security is not only a matter 
of conscious concern to every man, woman 
and child, but events tend to establish the 
premise that it is an integral part of why 
men in all walks of life, labor. Therefore, 
a basic part of the incentive for effort could 
be attributed to the establishment of meth- 
ods through which this security could auto- 
matically be assured. 


Effect of Interest Rates 


OST policies of management are de- 
Ll termined upon because of a combina- 
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tion of long-term trends and current con- 
ditions. Whatever the political changes in 
the nation may be, immeasurably higher 
taxes than we ever conceived of before 1930, 
will be with us. A close companion, born of 
the war, is low interest rates. 


It is a matter of simple mathematics, if 
we can safely assume any interest rate, to 
determine what amount of principal is ne- 
cessary, for example at age 65, to produce 
$100.00 per month of income for life to any 
individual. It makes no difference whether 
$100.00 a month or any fraction thereof is 
the total necessary income to provide the 
comforts of life; or whether it is merely a 
unit of the minimum income necessary to 
those of us who are accustomed to enjoy a 
much higher standard. 


The relationship of principal and interest 
remains the same, but the results achieved 
become less and less as income itself rises. 
For example, we examine the effect of low 
interest and the amount of capital neces- 
sary to produce $100 monthly income. Using 
the rate of interest we were inclined to as- 
sume in these various years, we see in 1929 
that $20,000 was adequate, because the as- 
sumption of 6% was not out of line. By 


New York 5, N.Y. 
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1934, at 4%, $30,000 of capital was neces- 
sary. By 1940 it was 3% of $40,000; and 
currently it is hardly safe to assume in ex- 
cess of 2%, necessitating a $60,000 capital 
sum to produce essentially the same return 
which we confidently expected $20,000 
would do a short 17 years ago. 


Effect of Taxes 


OW to look briefly at the tax picture. 

Even ignoring the change in the inter- 
est potential, and assuming a 4% invest- 
ment, with an income of $2,000, the yield is 
only 3.24%; at $6,000 it is 2.86%; at $10,- 
000, 2.64%; at $20,000, 1.92%; and at $32,- 
000 it becomes 1.56%. 


On every compensation level, from the 
top officer to the most unimportant em- 
ployee, the savings segment of earning ca- 
pacity is in the midst of a vise-like squeeze. 
Not only is less and less money available for 
savings in a given income, but less and less 
return can be anticipated on that which is 
accumulated. At the same time rising living 
costs have made the establishment of a re- 
tirement reserve more vital than ever 
before. The higher the income level, the 
greater becomes the problem of accumula- 
tions for the future. 

Take a dollar of corporation income and 
pay it out either in wages or in an approved 
employee pension and benefit plan, and the 
actual cost to the corporation is, under cur- 
rent tax rates, 62 cents. 

The employee in the $3,000 a year brack- 
et who desires to allocate a dollar out of his 
earnings as a future reserve, must earn 
$1.26. If in the $10,000 a year bracket, he 
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must earn $1.44; if in the $25,000 bracket, 
$2.27. Hence if the corporation will allocate 
this 62 cent dollar of theirs in the form of 
deferred compensation in a pension pro- 
gram, it has been worth to the $3,000 a 
year man, $1.26; to the $25,000 a year man, 
$2.27, which appears to be an exceedingly 
profitable money increase on every compen- 
sation level, irrespective of what the ulti- 
mate pension provided may be. Under such 
conditions the theory of deferred compen- 
sation in its relation to future security ap- 
pears to be irrefutably logical. It must be 
assumed, however, in introducing a retire- 
ment program, that these principles are 
thoroughly understood by all compensation 
levels if the maximum return for the dol- 
lar invested by the business is to be 
achieved. 


Employee Selectivity 


N the event that we accept the principle 

of continuing high taxes this condition 
will exist as far as we can currently look 
into the foreseeable future. On this premise 
it becomes more than likely that every suc- 
cessful business organization will continue 
to be in a highly competitive field for talent. 
Already we have witnessed a process of se- 
lectivity on the part of men being released 
from Governmental service, who have quite 
apparently investigated the policies of busi- 
ness organizations with regard to their pen- 
sion program before accepting jobs that 
have been offered. 


Most of the retirement or pension plans 
now in existence were established as the re- 
sult of convictions of thinking men, who 
accepted, consciously or unconsciously, the 
fact that our way of life, despite its success 
over the last 170 years, must continue to 
prove itself if democracy is to survive. 


Willkie Estate $559,992 


ENDELL L. WILLKIE left a gross 

estate of $849,317 and a net of $559,992, 
according to a New York State transfer tax 
appraisal. The late Republican Presidential 
nominee left stocks and bonds valued at 
$448,624; mortgages, notes and cash $116,913; 
and insurance $130,847. His interest in the 
law firm of Willkie, Owen, Otis, Farr and 
Gallagher was estimated at $125,000. 


The report was filed by the First National 
Bank of New York, which at Mrs. Willkie’s 
request was designated administrator c.t.a. 
and trustee in place of the Ohio trust company 
named in the will and since liquidated. 
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DIRECTORS 


EDWIN M. ALLEN 
New York City 
EDWIN J. BEINECKE 


Chairman, The Sperry & 
Hutchinson Co. 


EDGAR S. BLOOM 
Chairman, Atlantic, Gulf and 
West Indies Steamship Lines 


ALVIN G. BRUSH 
Chairman, American Home 
Products Corporation 


LOU R. CRANDALL 
President, George A. 
Fuller Company 


CHARLES A. DANA 
President, 
Dana Corporation 


HORACE C. FLANIGAN 


Vice-President 


JOHN M. FRANKLIN 
President, United States 
Lines Company 


PAOLINO GERLI 
President, 
Gerli & Co., Inc. 


HARVEY D. GIBSON 
President 


FREDERICK GRETSCH 
President, Lincoln 
Savings Bank 

JOHN L. JOHNSTON 
President, Lambert Company 


OSWALD L. JOHNSTON 
Simpson Thacher & Bartlett 


KENNETH F. MacLELLAN 
President, United Biscuit 
Company of America 

SAMUEL McROBERTS 
Chairman, McRoberts 
& Tegtmeyer, Inc. 


JOHN T. MADDEN 
President, Emigrant 
Industrial Savings Bank 


JOHN P. MAGUIRE 
President, John P. 
Maguire & Co., Inc. 


Cc. R. PALMER 
President, Cluett 
Peabody & Co., Inc. 
GEORGE J. PATTERSON 
President, Scranton & 
Lehigh Coal Co. 
HAROLD C. RICHARD 
New York City 
HAROLD V. SMITH 
President, Home Insurance Co. 
ERNEST STAUFFEN 
Chairman, Trust Committee 
GUY W. VAUGHAN 
President, Curtiss-Wright 
Corporation 


HENRY C. VON ELM 
Vice-Chairman of the Board 


ALBERT N. WILLIAMS 
President, Westinghouse 
Air Brake Company 


MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
December 31, 1946 


RESOURCES 
Cash and Due from Banks . . . $ 631,322,810.99 
U.S. Government Securities . . 1,233,148,318.31 
U. S. Government Insured F. H. A. 

We s,s Ss 3,798,274.10 
State and Municipal Bonds. . . 23,818,427.84 
Stock of Federal Reserve Bank. . 2,475,000.00 
Other Securities. .... . 25,938,291.48 
Loans, Bills Purchased and 

Bankers’ Acceptances ee 475,065,720.56 
RS = ae Se eS 12, 180,030.84 
Banking Houses.. . . . . . 11,177,726.40 
Other Real Estate Equities... . 279,840.25 
Customers’ Liability for Acceptances 8,145,191.89 
Accrued Interest and Other Resources 6,903,250.57 


$2.434,252,883.23 


LIABILITIES 
Capital . . . $41,250,000.00 
Surplus. . . . 41,250.000.00 
Undivided Profits 36,529,897.62 $ 119,029,897.62 


Reserve for Contingencies . . . 9,926,985.34 
Reserves for Taxes, 

Unearned Discount, Interest, etc. 8,154,852.14 
Dividend Payable Jan. 2, 1947 ._ . 1,237,500.00 
Outstanding Acceptances... 8,706,949.84 


Liability as Endorser on Acceptances 
and Foreign Ds 22Cle ee 250,004.00 


Deposits . . . . . . . «. 2,286,946,694.29 
$2,434,252,883.23 
United States Government and other securities carried at $78,076,362.69 are pledged 


to secure U. S. Government War Loan Deposits of $44,478,352.98 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 
72 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 
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A Large Block of Securities? 





Disposing of large blocks of securities is a problem that calls for experience 
and ski// because of the many special factors involved. There must be careful 
consideration of the method; the timing, and the reasons for the sale. This is 
equally true whether the purpose is to achieve wider ownership of closely 
held or family corporations, to improve the cash position of an estate or trust 
fund, or to change the character of the holdings in a portfolio. 

Smith, Barney & Co. has been active in the field of Secondary and Special 
Offerings since the inception of these methods of distribution; the firm is, of 
course, equally competent in the matter of private placements and of follow- 
ing the normal procedure of liquidation on the exchange on which the 
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security may be listed. 

It is important to realize that the time to discuss the means by which the 
transaction is to be handled is before the necessity arises. It is at this stage that 
experience and balanced judgment count most in determining the course to 
be followed. 

Accordingly, if you are faced with a problem of selling a large block of 
securities, one of our partners will be glad to discuss procedure with you, in 
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strict confidence, of course. 

Smith, Barney & Co. is prepared to offer virtually every facility that an 
investor may require. For a description of all the departments of this firm, 
please write on your business letterhead requesting a copy of our new booklet 
“What Smith, Barney & Co. Offers You,” attention Dept. AB. 


Smith, Barney & Co. 


Members New York Stock Exchange 


14 Wall Street, New York 5 
522 Fifth Avenue, New York 17 
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ANY INDUSTRIAL and _ business 

concerns in recent years have adopted 
retirement plans. One reason is that com- 
panies are naturally growing older and 
more workers are reaching retirement age. 
Another reason is that management is now 
giving greater attention to all industrial 
relation problems and the benefits of a 
pension plan are being realized more fully. 


The prime purpose of a retirement plan 
is to enable the company to retire an em- 
ployee on a pension when he has passed his 
period of usefulness. If the employee has 
had a long service, the management natural- 
ly hesitates to release him if they know he 
will have to take a sharp reduction in his 
living standards. Without a pension plan, 
the employer will probably keep such a 
worker on the force, at least for a few 
years. As a result, there is a pension cost 
which is not recognized as such but is bur- 
ied among other costs. In actual practice, a 
direct saving in payroll is a substantial 
offset to the current cost of the pension 
plan. 


Benefits from Pension Plans 


HE indirect benefits to the company 
are greater than this direct saving. A 
retired worker is replaced by a younger and 
abler employee; often in the case of the re- 
tirement of an executive or supervisor, pro- 
motion can be given to several persons. The 
organization can thus be maintained on a 
more efficient basis. An adequate pension 
plan also has a stimulating effect on the 
morale of the organization, — both young- 
er and older workers can look forward to 
their retirement age with less worry about 
their economic security. A pension plan, as 
well as other employee benefits, also adds 
to the prestige of the employer in the com- 
munity and attracts more satisfactory em- 
ployees even in the younger ages. The lack 
of a plan is now a real handicap to com- 
panies in hiring. 
In the long run, the benefits from a pen- 
sion plan and other benefit plans should be 





From address before the Pension Conference sponsored 
y the Chamber of Commerce of the U. S., at Philadel- 
hia, Nov. 8, 1946. 


RETIREMENT PLANS PAY DIVIDENDS 


Savings in Payroll an Offset to Pension Plan Cost 


MARION B. FOLSOM 
Treasurer, Eastman Kodak Co., Rochester, N. Y. 





reflected in the continuity of employment 
and long service by a high percentage of 
workers. With the experience that most 
companies have had with high labor turn- 
over during the war and postwar period to 
date, there is better appreciation of the 
gain in productivity and lower costs which 
results from low turnover and steady con- 
tinuous employment for a large proportion 
of employees. 

Business concerns with adequate pen- 
sion plans believe that they are good busi- 
ness investments, and advantages to the 
worker are obvious. At the same time, pen- 
sion plans do not generally provide high 
enough annuities to diminish the incentive 
of the individual to save during his working 
lifetime so that he can supplement retire- 
ment payments that he receives from the 
company and Social Security. 


Economic Problems 


FTER the current problems resulting 
from the high costs due to low produc- 
tivity, delays in production, scarcity of cer- 
tain raw materials have been met, the coun- 
try will still be faced with two serious eco- 
nomic problems of a long-term nature. 
These are (1) the reduction in the wide 
fluctuations which have occurred in busi- 
ness in the past with the resulting booms 
and depressions; (2) the stabilization of 
employment by an individual employer so 
that the seasonal and other fluctuations can 
be greatly reduced. A solution of these 
problems will not only provide the worker 
with a sounder basis for his individual se- 
curity but will result in decided savings to 
the employers. 

The problem of reducing the wide cyclical 
swings is an overall one which must be at- 
tacked by industry as a whole and the gov- 
ernment. Some of the factors which must 
be considered are: the tax policies’ of the 
Federal government; the postponement of 
public works during periods of prosperity; 
a sound budget practice, with surpluses 
during periods of prosperity so that if ne- 
cessary heavier government expenditures 
could be financed during periods of declin- 
ing business; expanding the unemployment 
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insurance system so that it will act as a 
better safeguard against declining incomes 
during periods of depression. All these and 
other matters are now being carefully 
studied by the Committee for Economic 
Development, the U. S. Chamber of Com- 
merce and other organizations. 


Employment Stabilization 


N the other hand, the second problem 

of providing stable year-round employ- 
ment is one primarily of individual com- 
panies. Much is heard nowadays of guar- 
anteed employment and annual wages. The 
companies which have adopted annual wage 
plans are in most cases those which have 
already been able to stabilize their employ- 
ment. Until employment has been stabilized, 
few companies would be able to run the risk 
of guaranteeing employment or wages. 
Hence, the principal problem is that of reg- 
ularizing employment. 


The Eastman Kodak Company has had 
experience over forty years in reducing fluc- 
tuations in employment. By estimating 
sales in advance, building up inventories 
during the slack season we have been able 
despite seasonable fluctuation in sales to 
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provide practically stable employment dur- 
ing the year. Considerable economy to the 
company resulted because of—smaller in- 
vestment in plant, lower costs obtained 
through employees producing all through 
the year, less expense required for training 
new employees and the higher type of work- 
er attracted. The employee benefits because 
he receives year-round employment and he 
is not so worried about uncertain employ- 
ment. 


Other companies have used different type 
methods but the advantages of continuous 
employment are the same. This is one of 
the most serious problems now facing in- 
dustry and a prime responsibility of man- 
agement is to get busy and do something 
about it. Management literature provides 
detailed information about the methods 
used in many industries; any company 
could probably find some plan which could 
be applied to its operations. 


Any success which a company has in pro- 
viding continuous employment or in improv- 
ing its employee relations through benefit 
plans will naturally result in longer service 
of its employees. There are real gains in 
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among their employees a large number who 
will have had comparatively short service 
when they reach 65 (the normal retirement 
age), service not long enough to provide 
an adequate pension. A dismissal wage for 
those of short service, and permitting the 
others to have whatever annuity he has 
accumulated at 65, would probably take 
care of most of these cases, along with the 


morale, costs, efficiency in having a large 
proportion of longer service employees. 

While this development is highly desir- 
able and results in direct benefits to the 
company, it becomes all the more necessary 
for a company to have a pension plan as 
more persons will stay through to retire- 
ment age. 
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Current Pension Problems 


HE many companies which already 
have pension plans in operation are 


now facing several problems:- 


(1) The principal purpose of a pension 
plan, that is replacement by younger and 
more efficient workers of those who reach 
retirement age, cannot be achieved unless 
the persons actually retire. 

(2) As long as the Social Security law 
provides for retirement age of women at 65, 
companies who have a retirement age of 
60 for women will probably want to let 
many of the women continue working until 
age 65. In case of retirement before 65, the 
company might make interim payments 
equivalent to the Social Security benefit 
which the employee would receive at 65. 

(3) Because many older persons were 
hired during the war, companies now find 
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Social Security benefits. 


(4) In those plans in which the benefits 
are based upon wages received during the 
worker’s lifetime, the pension for those 
now retiring does not represent nearly as 
high a percentage of the final salary as was 
the case a few years ago. For the time be- 
ing, perhaps it would be sufficient to raise 
the minimum, taking into account the com- 
bined company and Social Security pay- 
ment. 


Some companies have recently adopted 
such methods as guaranteeing a certain 
number of years’ annuity even should the 
pensioner die before the term expires, or 
providing benefits to widows. Some com- 
panies are also making more liberal pro- 
vision for continuation of life insurance 
after retirement. 


These problems of lower benefits are not 
being faced in plans in which the annuity 



















is based on final salary. On the other hand, 
these companies are probably now facing a 
more difficult financing problem because 
their pensions are much higher than previ- 
ously estimated. Also to be considered are 
changes likely to be made in the Federal 
Old Age Insurance Plan. During the hear- 
ings before the Ways and Means Committee 
this year, there was almost universal agree- 
ment that this plan should be extended to 
cover many groups not now covered, mostly 
non-industrial groups. It was also felt that 
the benefit formula should be liberalized, 
particularly for those in the lower income 
groups. Any such revision would facilitate 
the workings of the company pension plans. 


Higher Tax Rate Desirable 


HILE business generally has opposed 

the increase in the tax on the Federal 
plan, many students of the subject feel that 
it would be desirable to have a moderate 
increase in tax at this time in view of the 
fact that the accruing liability under this 
plan is much greater than the amount of 
taxes now being collected. It is felt that it 
would be more desirable to have a gradual 
increase in taxes over the years rather than 
to delay the increase until it becomes ne- 
cessary to have sharp increases. It is also 
felt desirable to have the contributory prin- 
ciple more firmly established and not to 
have contributors think that these benefits 
can be financed indefinitely at the low tax 
rates of 1 per cent each by the employer 
and the employee. We should look forward 
to an increase in these taxes within the 
next two or three years, but a 1% per cent 
tax on each would seem to be adequate for 
a number of years. 


Wage Dividend Plan 


-A LONG with pension plans, life insur- 
A ance, health and accident, vacation 
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plans and other employee benefits, many 
companies have found that it is desirable 
to have the employee participate in the fi- 
nancial success of the company. The East- 
man Kodak Company has had a Wage Divi- 
dend Plan in operation since 1912 under 
which the employee receives in cash each 
year a Wage Dividend based upon the divi- 
dend paid upon common stock during the 
preceding year. Under this plan Wage Divi- 
dends have been paid in each year with the 
exception of 1934, when the stock dividends 
during the preceding year did not reach the 
minimum specified in the plan. 


While we cannot determine definitely the 
benefits obtained from any one of our em- 
ployee plans, our conclusion regarding the 
benefits of the Wage Dividend plan was 
given to a Senate Committee some years 
ago as follows: 


“We are convinced from our twenty-six 
years of experience that the Wage Dividend 
is a very desirable and effective method of 
bringing about better cooperation between 
the workers, the management, and the 
stockholders. Since, in our case, the Wage 
Dividends to employees go up and down 
with the dividends to the stockholders, the 
employee can more readily appreciate that 
his and the Company’s interests are to a 
large extent mutual. This spirit of cooper- 
ation is reflected in the attitude, efficiency, 
and longer service of the worker, and in 
corresponding benefit to the Company.” 


The three measures which I have dis- 
cussed — adequate pension plans, regulari- 
zation of employment, and profit-sharing 
are all important means of bringing about 
better relations between management and 
workers, with benefit to both company and 
employees. They therefore deserve the most 
serious consideration of management. 
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A PUBLIC RELATIONS PROGRAM 


Successful Pattern of Chicago Corporate Fiduciaries 


HARVE H. PAGE 






Vice President, Northern Trust Company of Chicago, Chicago, IIl., and Chairman, 


Committee on Trust Information, Trust Division, American Bankers Association 


Because of the unusually varied and successful activities of the 


Corporate Fiduciaries Association of Chicago in the public relations field, 
which might well serve as a pattern for other trust associations, Mr. Page 


CHIEF objective of the Committee on 

Public Relations is to educate as 
many segments of the public as possible, 
to the advantages of using the services of 
the corporate trustee; not only the estate- 
owning public, but the professional and 
semi-professionel people who also deal 
with it. The following projects are now 
being acted upon: 


1. A series of five joint luncheons un- 
der sponsorship of the Chicago Bar Asso- 
ciation. The speakers will be practicing 
lawyers and those connected with trust 
institutions. The topics deal with trust 
law, problems af administration occasion- 
ed by current conditions and policies, and 
practices of trust institutions under vary- 
ing circumstances. 


2. A joint committee has been formed 
of members of the Chicago Bar Associa- 
tion and trust officers appointed by the 
Corporate Fiduciaries Association to col- 
laborate on simplification of the legal 
form of wills and trust agreements. An 
effort will be made to eliminate unneces- 
Sary verbiage and trite phraseology. 
Changes in certain laws and improved 
trust procedures in some cases require 
new language to bring the provisions up 
to date. 


3. Arrangements are being made to 
hold will drafting contests for the senior 
classes in the principal law schools and 
universities in Illinois. These will follow 
closely the pattern established by the 
Trust Company of Georgia in Atlanta. 


Opportunities are being sought to ad- 
dress the senior classes on subjects of 
trust service and organization. 


The Committee has planned a number 
f programs for the Chicago Life Insur- 
ince and Trust Council, with outstanding 
‘rustmen as speakers on subjects of mut- 
ial interest. An example of a particularly 


was requested to write this article for the Trust Bulletin—Editor’s Note. 


popular program was Gilbert T. Stephen- 
son’s law-school lecture on “Provisions of 
Wills and Trust Agreements Affecting Life 
Insurance.” 

Partial support was given to a monthly 
publication of the Chicago Life Under- 
writers Association. Member banks of the 
Corporate Fiduciaries Association had the 
names of their trust new business officers 
published in a directory in all but two 
of the monthly issues. 


For Public and Employees 


Certain members of the committee have 
constituted themselves as a speakers’ bur- 
eau, giving talks before such luncheon 
clubs as Rotary, Kiwanis, and the Execu- 
tive’s Club, as well as some women’s clubs 
and church organizations, in Chicago and 
its environs. 

A program for better publicity in the 
newspapers and more frequent mention of 
a trust institution where named in an 
important estate, was undertaken with 
the financial editors. The editors, and fre- 
quently their associates, were entertained 
in rotation at monthly luncheon meetings 
of the committee, and were asked for a 
frank expression of their paper’s policy. 


The post of Director of Public Relations 
was established by the Illinois Bankers 
Association, as a liaison between the Pub- 
lic Relations Committee and the associa- 
tion. He arranges state-wide publicity in 
newspapers and by radio on trust subjects. 
The cost of his services is maintained in 
large part by the Chicago Corporate Fidu- 
ciaries Association. 

With the cooperation of the local A.I.B. 
Chapter a course of 12 lectures was de- 
vised and presented by trustmen in Chi- 


cago. 

A large portion of the class was from 
the commercial departments, special in- 
vitations being issued to them. 
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The most recent project is a training 
course for trust development, presented 
by Northwestern University.* 


Continuing Projects 


Some projects undertaken in the_ past 
are still being carried on. 


1. Each year the member institutions 
classify their new accounts opened in 
each trust category. The results are com- 
piled in percentage form, to determine if 
there are any definite trends in average 
size, number of accounts, or popularity 
of a particular type of trust service. 


2. An annual study is made of Cook 
County Probate Court records. All estates 
of $100,000 and more are analyzed to 
show individual or institutional appoint- 
ments, size of estate, distribution as to 
personal and real property, name of the 
attorney, and whether distributed outright 
or held in trust. 


3. Another record is maintained by 
members of the committee of mortality 
of future appointments and of present bus- 
iness. Reasons for the loss of accounts are 
periodically compiled and studied for 
methods to prevent further unnecessary 


loss. 


We are actually dealing with a parade 
of new potentials, as each new generation 
accumulates sufficient wealth to consti- 
tute part of the trust market. The im- 
portance and need for a committee to 
carry on the work of public relations in 
behalf of trust institutions will continue 
long after the incumbent members have 
been drained of their ideas and energies. 


*See Oct. 1946 Trusts and Estates 382. 
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SETTLEMENT OPTIONS 


Published by Flitcraft, Inc., Oak Park, Ill. 287 
pp. $3. 


This 1946-1947 edition provides in convenient 
form the information needed in arranging life 
insurance settlement agreements on an in- 
come basis where the policies involved are in 
any of the major life insurance companies. 
The first section contains answers for each 
company to questions on such topics as these: 


Designation of beneficiaries 
Privileges of withdrawal 

Privileges of change of option 
Automatic changes 

Minimum and maximum requirements 
“Common disaster” clause 

Minority 

Payment to secondary beneficiaries 
Group insurance settlement options 
Handling settlement agreement 
Effective date of supplementary contract 


The second and third sections give the set- 
tlement option figures actually available on 
policies issued since 1900; in some instances, 
the options actually available are more liberal 
than the options in the policy. 

The fourth part shows the basis of cash 
values for policies issued since 1900; in some 
instances the cash values allowed are more 
liberal than the ones described in the policy. 

The fifth part gives a great deal of basic ma- 
terial which can be used to save time in the 
work of planning the disposition of policy pro- 
ceeds. Tables are included for 21 interest 
rates. 


Trust Council of Fort Worth Elects 
Chairman: W. Frank Cooper, C.L.U., South- 
western Life Insurance Co. 


Vice-Chm.: Harry J. Logan, Jr., Fort Worth 
National Bank Bldg. 


Secretary: John H. Brooks, First National 
Bank. 


Treasurer: Floyd O. Shelton, Fort Worth 
National Bank. 


ie Appraise 


Antigue English Furniture, Paintings, Porcelains, 


Glass, Mirrors, Clocks and decorative accessories 


Our firm is knofun from coast ta coast and has 
heen established ofer a quarter of a century. 


Louis Z. Allen, Fur. 


Plaza 3-2958 


21 Kast 56th Street 


Nefe York 22, N.Y. 
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INDUSTRIAL MIGRATION 


Rail Traffic Volume Measure of Decentralization 


MAX HALPERN 
Numerex Company, New York City 


Max Halpern, an independent researcher, is an expert on traffic 
and credit measurement of American railroads. His theory of credit 


measurement was discussed 
page 243.—Editor’s Note. 


EASURABLE changes of population 

from one area to another over a span 
of years are traceable to definite causes. 
Likewise, the growth of railway traffic or 
the relocation of industries are no mere ac- 
cidents. All of these changes are largely a 
matter of economic geography. Since these 
phenomena are measurable, a study can be 
made of these forces quantitatively by re- 
lating them to known present day condi- 
tions. 


The population aspects lend themselves 
to analysis most readily because of the 
availability of data extending back over 
a long period of years. It is necessary to go 
back only as far as 1890 to observe some 
of the major shifts in population, and to 
see their ultimate effect upon industry and 
railway traffic. 

The population in the eastern part of the 
United States has declined in relative im- 
portance since 1890, when it accounted for 
46.4% of the total. By 1945 it had fallen to 
43.7%, but small as the decline appears, the 
change by comparison with the West is 
striking. In 1890 the western part of the 
country contained 6.5% of the total popula- 
tion, but by 1945 this percentage had more 
than doubled. 


The relative distribution of population 
since 1890 in two major industrial areas is 
shown in Table I. Note how relatively un- 
important that part of the West, forming 
an are across Texas and thence westward 
along the Pacific Coast as far as Washing- 
ton, was in that year. 


in September 
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TABLE I 
DISTRIBUTION OF POPULATION 
Population Relative Distribution 
(in millions) (per cent) 
New England 


New England 
n 





an Pacific Coast 
Census Industrial. Pacific Coast Industrial States 
Year East States and Texas Eas and Texas 
1890 29.2 4.1 46.4 6.5 
1900 34.9 5.5 46.0 yf 
1919 41.8 8.1 45.4 8.7 
1920 48.5 10.3 45.9 9.8 
1930 56.8 14.0 46.2 11.4 
1940 59.7 16.1 45.3 12.2 
1945* 57.7 18.9 43.7 14.3 
*Excluding armed forces overseas. 
Reasons for Migration 
OPULATION migrates for definite 


reasons. These, separately or in com- 
bination, may be the availability of new 
land, more adequate natural resources, or 
a more favorable climate. The relative mild- 
ness of the Pacific Coast is no doubt an in- 
ducement, as is the cheap water power avail- 
able to industry along the entire Pacific 
Coast. The vast mineral wealth of Texas, 
which a decade ago passed that of Pennsyl- 
vania in importance, has made it possible 
for this huge southeastern state to main- 
tain a steady growth industrially. 


The changes in the industrial pattern of 
the country show significantly in the belt 
which extends from New England and the 
Atlantic Seaboard in the East to as far 
west as the Mississippi River, and continues 
west from Texas through the industrial 
vacuum of New Mexico and Arizona to the | 
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southern part of California, thence north 
along the Pacific Coast as far as Washing- 
ton. . 

Two series of data, the number of in- 
dustrial establishments and the dollar value 
of manufactures, adequately show how the 
dispersion of industry in the areas has been 
proceeding since 1899. Statistics of these 
two series in Table II show marked trends 
since the beginning of the present century. 


TABLE II 


NUMBER OF INDUSTRIAL 
ESTABLISHMENTS 


New England and 
Industrial East 


141,829 
174,634 
131,066 
130,963 
113,814 


Pacific Coast 
States and Texas 


11,436 
21,290 
25,291 
23,352 
23,193 


Census 
Year 


1899 

1914 

1921 

1929 

1939 
Change, 
1899-1939 
Per cent 


*Decrease 


28,015* 
19.75 


11,757 
102.8 
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By 1929 the proportion had fallen to 
72.5% and in 1939 to 67.4%. In the Pacific 
Coast states and Texas the dollar value of 
manufactures in 1899 was of microscopic 
proportions. It amounted to 0.42%. By 1929 
it had risen to 8.5% and in 1939 the value 
of manufactures in these four states 
amounted to $5.33 billion, or 9.4%. The 
changes with respect to value of manufac- 
tures since 1899 appear in Table III. 





TABLE III 
VALUE OF MANUFACTURES 


(Billions of Dollars) 
New England and 
Industrial East 


8.59 
17.51 
31.29 
49.32 
38.30 


Pacific Coast 
States and Texas 


0.46 
1.42 
3.27 
5.76 
5.33 


Census 
Year 


1899 
1914 

1921 

1929 
1939 
Increase 
1899-1939 
Per cent 


4.87 
1058.7 


29.71 
345.9 





Changes in the number of industrial 
plants show a decrease in the East and a 
substantial rise in the West. The decreases 
are due to consolidation of numerous small- 
er units, liquidation of bankrupt enter- 
prises, and to a marked degree the migra- 
tion of industries. The shifting of the tex- 
tile industry from New England to the 
Southern States is an excellent example of 
the last named influence. 


The growth of dollar value of manufac- 
tures in “the belt’? assumes prominence in 
the 40 years preceding World War II. In 
1899 the value of manufactures produced 
in New England and the industrial East 
aggregated $8.59 billion and accounted for 
77.8% of the total in the United States. 


Shifts to Growing Markets 


VIRGIN country, however rich in na- 

tural resources, requires time to de- 
velop an integrated economy. A growing 
population results in growing markets 
which more distant areas strive to reach; 
and competition finally attains a point where 
the situation dictates either the creation of 
local industries, or the opening of branches 
by distant companies. 

An excellent example of this is the auto- 
mobile industry. The number of finished 
cars that can be loaded into a railroad box 
car is limited to three. By comparison, the 
number of component parts of an automobile 
that can be loaded into the same car is 
sufficient to produce many more cars. More- 


INSURED SAVINGS — LIBERAL DIVIDENDS 


Legal for Trust Accounts 


Open an account by mail with — 


GEORGIA’S OLDEST FEDERAL 


FULTON COUNTY FEDERAL SAVINGS & LOAN ASSN. 
Ground floor Trust Co. of Georgia Bld’g 

Atlanta, Georgia 

WILLIAM M. SCURRY, President 





R.W. PRESSPRICH & CO. 


Pressprich & Co. has much to offer con- 


servative investors .. 


Factual advices 
Experienced cooperation 
Complete trading facilities 
Interested service 
Searching analyses 


Intelli gent execution 


We value our reputation in all these 
respects. Each of our departments is di- 
rected by a partner who exercises active, 
informed supervision. You are invited to 
appraise Pressprich capabilities on the 
basis of Pressprich performance. 


R. W. PRESSPRICH & CO. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 





68 


over, parts command lower freight rates 
than finished automobiles. Labor difficul- 
ties, inherent in the Detroit, Cleveland and 
Toledo areas where the industry is largely 
concentrated, also render it desirable to 
spread the risk. This explains why there are 
assembly plants in such strategic locations 
as Dallas, Texas, Southern California and 
Edgewater, New Jersey, to mention a few. 
The last named is an especially desirable 
location, being adjacent to the huge metro- 
politan area around New York, as well as 
near to export facilities. 


The War-Born Locations 


NOTHER consideration is the pre-war 

economic condition of agriculture. Pri- 
or to the outbreak of World War II, agricul- 
ture was heavily subsidized. Farming as a 
basis for a livelihood was beset with eco- 
nomic maladjustments. A consequence was 
that the trend of farm population moving 
to urban centers was greatly accentuated 
during the 1930s. To absorb the surplus 
farm population, dispersion of industry into 
smaller rural communities in the South and 
West was desirable for social as well as 
economic considerations. 

During the war years the area from Tex- 
as west and thence along the Pacific Coast, 
was a. beehive of manufacturing activity. 
The aircraft industry, which burgeoned in 
the East, became an established Pacific 
Coast industry. Other industries, such as 
the chemical, aluminum fabrication, and 
some steel production, are now situated in 
these four states. 

The dollar value of industrial output in 
the area during the war was tremendous. 
After allowing for shrinkages, the residual 
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gains plus the prewar output will give this 
area a more important role industrially than 
it ever possessed. Already, Pacific Coast 
producers of numerous items are shipping 
finished products back to the East, from 
whence many of the raw materials came. 


Impact on Railway Traffic 


HE foregoing developments are not 

without their great impact upon rail- 
way traffic. The railroads are grouped by 
regions, boundaries of which are designated 
by the Interstate Commerce Commission. 
The industrial East is contained in the 
Eastern District, which is comprised of 
the New England, Great Lakes and Central 
Regions. (See map). 

Ever since the earliest days of the na- 
tion’s economic history, the greatest inove- 
ments of settlers, goods, etc., have funneled 
east to west through the Central Eastern 
and Central Western Regions. Because of 
its earlier industrial development, the Cen- 
tral Eastern Region produced the highest 
volume of traffic as measured by ton-miles. 


Since 1920, however, there has been a 
marked transition. Growth in the West has 
been more rapid with the result that the 
Central Eastern Region has been displaced 
by the Central Western Region. There is 
already considerable manufacturing activi- 
ty within the confines of this latter region, 
though the bulk of industry in the United 
States is still concentrated in the Eastern 
District. 


Index of Ton-Miles 


MEASURE of the two areas since 1920 
is taken by constructing indices of ton- 
miles, using the years 1925-1928 as the base 
period. No pro- 
nounced variation ex- 
isted between 1920 
and 1927; but there- 
after a disparity de- 
veloped between the 
rates at which traffic 
changed in the Cen- 
tral Western Region 
and the Eastern Dis- 
trict. After 1934 
there was little doubt 
that eastern railroads 
were having all they 
could do to maintain 
their traffic position 
(See diagram on op- 
posite page). 


When the war 
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broke out in 1939, the indices indicate quite part that “if we are to enjoy a prosperous 
a sharp variation which widened thereafter. business situation over the next five years 
Of significance is the fact that more than a_ the average of basic interest rates (Treasury 
year after the war ended the gap is wider securities) is likely to remain unchanged. If 
? ge : any change occurs, the more probable would 
than in any peacetime year. be a slight increase in the rates for securities 
The relative standing in volume of traffic of up to one year maturity and slightly 
and credit can be observed by constructing longer.” 
indices of ton-miles of individual railroads. 
| 


The railroads of high credit are for the most 

part concentrated in areas west of the Mis- 
TO IMPROVE YOUR 
TRUST DEPARTMENT 


sissippi River. The position of eastern rail- 

roads suffers greatly by comparison on this 
Supplementing the limited facilities for 
investment management available in 
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THE Risk CAPITAL MARKET, viewed against 
a background of current legislation and Fed- 
eral regulations, has been analyzed in “The 
Market for Risk Capital,” a survey, by Jules 
I. Bogen, professor of finance at New York 
University and Editor of “The Journal of 
Commerce.” The survey concludes that ample 
supplies of risk capital on reasonable terms 
are available to American industry through 
private channels, though new governmental 
agencies may be helpful to facilitate such 
financing by smaller concerns. The survey is 
available at the American Enterprise Associa- 
tion, Ine., 4 East 41st Street, New York 17, 
priced at 50 cents. 


most banks, our proved investment coun- 
sel aids in the acquiring and holding of 
substantial accounts which otherwise 
would prove too demanding. In the ad- 
ministration of common stocks alone, 





















this service is invaluable. 








We are prepared to counsel accounts of 
$100,000 and more through the trust 
department of the bank servicing the 
account. Send for our booklet “Money 
Management.” Study this service avail- 
able to your clients through you. 


SHERIDAN, FARWELL 
& MORRISON, Inc. 


8 So. Michigan Avenue, Chicago 3 
Telephone State 2351 


INVESTMENT COUNSELLORS 
















STABLE INTEREST RATES are forecast in an 
analysis made and compiled by Aubrey G. 
Lanston, vice president, Malcolm B. Lees and 
Leroy M. Piser, assistant vice presidents of 
The First Boston Corporation. 










The report, The Impact of Business Re- 
quirements on Interest Rates, concludes in 
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MARSHALL S. MORGAN, President 
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Member Federal Deposit Insurance Corporation 







Member Federal Reserve System 


FIDELITY-PHILADELPHIA 
TRUST COMPANY 


Organized 1866 


ASSETS 


Cash on Hand and due from Banks 


Loans 





Investments: 
U. S. Government Securities 
State, County and Municipal Securities 
Other Investments . aes 
Investment in Fidelity Building Corporation 
Mortgages .. . 
Real Estate Owned 
Vaults, Furniture and Fixtures 
Accrued Interest Receivable 
Prepaid Taxes and Expenses . 
ee Se 6 ce Le Once 


LIABILITIES 


Capital .. 
Surplus... 
Undivided Profits 
Reserve for Contingencies, etc. 
Reserve for Interest, Taxes, etc. . 
Other Liabilities 
Deposits: 
United States Treasury . $ 2,412,316.67 
Other Deposits 


184,761,976.93 
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$ 56,773,819.18 
57,403,921.65 


78,104,455.66 
4,875,866.23 
10,131,206.29 
3,037,423.84 
1,966,671.42 
213,897.11 
857,692.21 
622,399.16 
190,950.04 
78,098.13 

$ 214,256,400.92 


$ 6,700,000.00 
13,300,000.00 
4,309,231.55 
1,381,631.69 
1,146,977.73 
244,266.35 


187,174,293.60 
$ 214,256,400.92 


United States Government obligations and other securities carried in the above 
statement are pledged to secure Government, State and Municipal deposits, 
Clearing House Exchanges, and for fiduciary purposes as required by law in the 


sum of $26,950,675.69, 
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INVESTMENT IN A DYNAMIC CENTURY 


Institutional Investors Urged to Modernize 
Security Analysis Techniques 


DONALD B. WOODWARD 
Second vice president, The Mutual Life Insurance Company of New York 


HE most striking feature of invest- 

ment is the time span. Borrowers and 
lenders alike enter into contracts which 
commit them for decades and even cen- 
turies. The long commitment may be ex- 
plicit, as in the Great Northern and South- 
ern Pacific issues. It may merely be impli- 
cit, as in the case of Treasury bills and cer- 
tificates where the specific pieces of paper 
will shortly be extinguished, but others will 
rise Phoenix-like from their ashes. Or the 
length may be indefinite, as in perpetual 
bonds, non-callable preferreds, and com- 
mon stocks. Whatever the form, most in- 
vestments are, in one way and another, 
commitments for long spans of time. 


Of course, some holders can sell to oth- 
ers. But investors as a group cannot sell: 
as a group they can only hold to the end. 
Thus, while one single investor does not 
necessarily make the long-term commit- 
ment, investors as a group do exactly that. 
That they will or can sell to avoid adverse 
consequences is a delusion, and an extreme- 
ly costly one. 


Much of investment procedure seems to 
have a curious unreality, or even irrelevan- 
cy to operations involving so much of time 
with its dominant characteristic of erosion. 
The preponderant investment procedure is 
security analysis or its equivalent in mort- 
gages. Security analysis deals with rela- 
tively short-term considerations — recent 
balance sheets, income accounts, presenti 
position of product in present and recent 
markets, apparent capacity of existing 
management in present environment, the 
present value of property. Clearly such 
analysis is important and necessary, but at 
its best it is a short-term technique, and 
relevant only to a small fraction of the time 
span which the preponderant part of invest- 
ment covers. 

This promise that the investment tech- 
nique is basically not compatible with the 
investment function suggests that a recon- 


From talk to 1946 Banking Forum, Philadelphia Chap- 
ter, American Institute of Banking, Dec. 10. 


ciliation is needed. But the technological 
and other requirements of our society pro- 
vide no basis to believe that the time span 
of investment can be shortened. The only 
possibility, is the development of tech- 
niques consistent with the time span of in- 
vestment. 


Cites Insurance Technique 


NY exploration in this direction quickly 
raises the question of what other ldng- 
term commitments are made in this econ- 
omy and how they are handled. The out- 
standing one, and indeed the only one 1 
know with a time span at all comparable, is 
the underwriting of life values by life in- 
surance companies. And the technique of 
handling these commitments of long time 
span is vastly different than those used in 
investment. 


Life underwriting uses an analogous 
procedure to security analysis: it considers 
the present physical and moral qualities of 
the applicant and checks the past record, 
usually giving attention to a longer past 
record than does security analysis. But 
this is only the beginning instead of, as in 
security analysis, the complete job. 


Life value underwriting applies this in- 
formation to carefully tabulated experience, 
covering a long period of time, showing, 
for groups of persons with such character- 
istics, what the risk is. Having thus deter- 
mined the risk from experience, a charge 
appropriate to that risk is made, and re- 
serves systematically established and main- 
tained to cover the risk. Under this pro- 
cedure the nature of the technique and the 
nature of the operation are consistent. The 
results of this handling of commitments 
with a long time span have, beyond ques- 
tion, been vastly superior to those obtained 
in investment with its incompatibility be- 
tween techniques and operation. 

Long-term information on investments 
analogous to the mortality table is lacking. 
Hence there is no systematic way to deter- 
mine charges appropriate to risks, nor to 
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establish reserves measurably suitable to 
risk. Some contend that there is no such 
regularity in investment as in life, that far 
more variables exist in investment than in 
life, and that no device analogous to a mor- 
tality table is possible in investment. 
Clearly there are dissimilarities, but there 
is doubt whether the men who were grop- 
ing with the problems of life insurance 
long ago found in the then undeveloped 
state of knowledge any more assurance of 
regularity, of measurability and of limita- 
tion of variables than investment men find 
today. 


Studies in Progress 


TUDIES are now underway to try to 
. ) fill this investment deficiency. The Na- 
tional Bureau of Economic Research, with 
the support of banking, life insurance and 
other interested groups, under the Execu- 
tive Directorship of Dr. William J. Car- 
son of the University of Pennsylvania, is 
systematically and scientifically compiling 
and analyzing investment experience in 
both securities and mortgages. The under- 
taking of these studies is the most signifi- 
cant development ever to occur in invest- 
ment, and they will prove over time to be 
of quite extraordinary significance. 

But whatever the outcome of these 
studies, the greatest investment problem 
is the lack of a technique suitable to the na- 
ture of the operation. So long as investment 
attempts to cover time distances of air- 
plane dimensions with a technique of only 
a bicycle range, it is not unlikely that re- 
sults will be something less than ideal. 


Fast Moving Technology 


NVESTMENT society has to hammer 
out a revised and perhaps a new concept 
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of the nature and function of money. It 
must develop a new concept of the role and 
function of government and about interna- 
tional relations. It must find a concept to 
cover the organization of a society consist- 
-ing largely of an essentially landless prole- 
tariat living in cities. The emphasis on full 
employment shows the necessity for a new 
examination of that phenomenon called the 
business cycle. 


The tremendous competition now clearly 
in prospect between forms of energy, 
among the various fabrics, between all 
forms of materials both natural and syn- 
thetic, between the many forms of trans- 
portation, among the many forms of amuse- 
ment and entertainment give a hint of the 
tremendous significance of fast-moving 
technology. 


The hard, continuing, changing job of 
understanding and coping with these de- 
velopments, of changing with them and ad- 
justing to them is the problem alike of in- 
stitutional management and of that ser- 
vant of institutional management, invest- 
ment management. 


THE PLACE OF INVESTMENT BANKING in 
America is described, and a look behind the 
scenes is provided, in an informative, il- 
lustrated brochure entitled, “This is Invest- 
ment Banking.” The booklet gives a “con- 
ducted tour” through a large investment bank- 
ing house to show the users and providers of 
capital how stocks and bonds are prepared 
for market, and the various steps followed in 
underwriting and distributing new capital is- 
sues. Prepared for and distributed by East- 
man, Dillon & Co., the brochure should im- 
plement public understanding of this im- 
portant field of finance. 


APPRAISAL AFFILIATES, INC. 


Appraisers of Real and Personal Properties 
for Tax and Insurance purposes. 
Rates reasonable. 


For years our appraisal reports have met with the complete satisfac- 
tion of our clients and have been acceptable to Federal and State tax 


and insurance authorities. 


Inquiries invited from trust officers, attorneys and brokers. 


39 Broapway, New York 


TEL. WHITEHALL 4-2657 











Legal List Changes in New York 
State Reflect Low Rail Earnings 


LLIOTT V. BELL, Superintendent of 

Banks in New York State, announced 
on January 2, 1947 that the Banking Board 
had authorized ‘the continuance on the legal 
list of all of the issues of securities of the 
Pennsylvania Railroad Company and the Pere 
Marquette Railway Company now eligible for 
savings bank investment and certain issues of 
the New York Central Railroad Company, 
though indications are that the earnings of 
these carriers in 1946 fell below the standards 
prescribed in the Banking Law for qualifica- 
tion of railroad securities, other than by Bank- 
ing Board Authorization. 


The special action taken by the Banking 
3oard is subject to the condition that the 
obligations of the Pennsylvania Railroad, New 
York Central Railroad and Pere Marquette 
Railway cease to be eligible for the legal list 
in the usual way, that is under the provisions 
of subdivision 7 of Section 235 of the Banking 
Law, when the final results of 1946 operations 
have been reported. 


The action of the Board continues as in- 
vestments legal for savings banks all of the 
obligations of the Pennsylvania Railroad now 
on the legal list amounting to $771,975,000, 
and all of the obligations of the Pere Mar- 
quette Railway, now on the list, amounting to 
$55,781,000. Of the $788,654,000 of bonds of 
the New York Central now on the legal list, 
$306,198,000 are continued as legal invest- 
ments. The Banking Board added to the legal 
list the recent $20,000,000 of New York Cen- 
tral 2 per cent equipment trust certificates, 
dated January 1, 1947. The New York Central 
obligations which continue as legal invest- 
ments are: 


Equipment Trust 2%s, due to March 15, 1952 
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On December 11, 1946, the Banking Board 
in New York State announced legal list 
changes, as follows: 


Added to list: 


$10,140,000 Chicago & North Western Railway 
Co. Second Equipment Trust of 1946, due 
to Dec. 1, 1956. 


Removed from list: 
$92,400,000 par value of Erie Railroad Com- 
pany obligations, as follows: 
$13,000,000 First Consol. Mtg. 3%s, Series 
E. due 1964 


~ $33,900,000 First Consol. Mtg. 3%s, Series 
F, due 1990 
$40,000,000 First Consol. Mtg. 3%s, Series 
G, due 2000 
$5,500,000 First Consol. Mtg. 2s, Series H, 
due 1953. 
Other obligations of the Erie Railroad’ Com- 
pany amounting to $42,175,000 remain as 
eligible investments for savings banks. 


$ 1,716,000 


Equipment Trust 2s, due to June 1, 1953 aes on Sie ae ae ede Ds en 3,710,000 
Equipment Trust 1%s, due to September 1, 1954 Lt SO Jon Oe a a 12,400,000 
Equipment Trust 15gs, due to May 1, 1955 _.. «6,750,000 
Equipment Trust 144s, due to. Avieust 15, 1956) 7,920,000 
Equipment Trust 1446, duc to Jannary.1, 1906... 15,930,000 
New York Central & Hudson River Railroad Company Gold 3%s, 7/1/1997... _ 94,000,000 
Spuyten Duyvil & Port Morris Railroad Company 1st 3%s, 6/1/1959_____. 2,500,000 , 
Lake Shore & Michigan Southern Railway Company Ist 3%s, 6/1/1997 ____.. 50,000,000 
Beech Creek Extension Railroad Company Ist 3%s, 4/1/1951 _------_ 3,500,000 
Cleveland, Cincinnati, Chicago & St. Louis Railway Company Gen. 4s, 
sf a ee Oe ie aeRO S Soe ONS yy tle 28,579,000 
rei la SE I a hn ee ee 4,161,000 
Cincinnati Northern Railroad Company lot 40. F/e7 See 419,000 
Cleveland Short Line Railway Company Ist 4%s, 4/1/1961 _.-----________ 11,800,000 
Detroit River Tunnel Company, Detroit Terminal & Tunnel Ist 4%s, 5/1/1961 18,000,000 
Michigan Central Railroad Company ist 3%s, 5/1/1952 —_---- 18,000,000 
Jackson, Lansing & Saginaw Railroad Company Ist 3%s, 9/1/1951 ___ 1,692,000 
Toledo, Canada Southern & Detroit Railway Company Ist 4s, 1/1/1956. 3,100,000 
New York & Harlem Railroad Company ist Refunding 3%s, 5/1/2000 ____. 9,521,000 
Toledo & Ohio Central Railway Company Refunding & Improvement A 
BI EF PE so ccs aceite nliccechsemeintesipaaetidivsianspincoondesn alate Reka amie aaa 12,500,000 












Steel Securities Largely Held 
by Individuals 


NDIVIDUAL OWNERS, large and small, 

own sixty per cent of the common and pre- 
ferred stock of the nation’s $4.5 billion steel 
industry, according to the American Iron and 
Steel Institute which has just completed a 
survey of the security holdings in companies 
operating 91 per cent of the nation’s steel 
capacity. Of the 468,200 individual holders, 
232,500 are women. 

Nine per cent of the stock is held by insti- 
tutions, including insurance companies, hos- 
pitals, colleges, churches, charities, foundations 
and estates. The remaining 31 per cent is held 
by other groups, including small and large 
businesses, investment trusts, foreign corpora- 
tions and brokerage houses. 

Operations of the steel industry in 1945 re- 
sulted in earnings of $179,653,823, which repre- 
sented less than a 5 per cent return to the 
owners of the industry for their investment, 
the Institute pointed out. Also that for each 
dollar of dividends paid to stockholders last 
year, the industry paid $16.50 in the form of 
wages and salaries, compared with an average 
of $7 in wages for each dollar of dividends in 
other industries. 
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Write for prospectus relating to the shares 
of either of these investment funds, each 
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other by a different management group. 
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THIS IS INVESTMENT MANAGE- 
MENT 


H. G. CARPENTER, Scarborough Press, Scar- 
borough, New York, paper-bound, 108 pp.— 
$1.00. 

Mr. Carpenter’s thoughtful book will be 
particularly interesting and illuminating to 
those perennially confused people who seek, 
and usually get, haphazard “investment ad- 
vice.” 

The author begins by defining Investing 
and Speculating in dictionary terms, and In- 
ves ment Management in his own terms. He 
then discusses the five steps he considers es- 
sential to competent investment management; 
an analysis of circumstances and objectives, 
t'ming, choice of industries, selection of com- 
panies within industries, and selection of 
bonds. He also tells what he thinks should be 
done about them. 

Professional, as well as occasional investors, 
may well consider many of his suggestions. 





TAx AND OTHER PROBLEMS incident to the 
formation, operation and dissolution of part- 
nerships was the subject discussed by H. 
Grady Mayhew, C.P.A. at the December meet- 
ing of the Trust Council of Fort Worth. 
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TRANSFERRING TRUSTS TO A COMMON FUND 


Policy and Procedure for Account Participation 


IRA S. PRUITT 
Assistant Trust Officer, Security Trust Company, Wilmington, Del. 


HE trust company contemplating the 

creation of a common trust fund should 
remember that the welfare of the benefi- 
ciary is of paramount importance in the 
eyes of the law. Although the trustee stands 
to derive certain benefits from a common 
trust fund, the administration of the trust 
through a common trust fund should in no 
way alter this trustee-beneficiary relation- 
ship. 

To determine a policy as to the liquida- 
tion of securities and the admission of ac- 
counts to a common fund, all eligible ac- 
counts should be reviewed, keeping in mind 
that the trust is being administered solely 
for the beneficiary. Consequently the trus- 
tee should know the types of trust accounts 
that benefit most from a participation in a 
common trust fund. 


Accounts that Benefit 


HE types of trust accounts that benefit 
most from participating in common 
trust funds are accounts that fall below the 
standard that can be invested with any de- 
gree of diversification. One class of these 
accounts is the cemetery trust, with a 
principal of one or two thousand dollars, 
the income of which is used for perpetual 
care of a cemetery lot. These accounts are 
undesirable but they are often adjuncts of 
other desirable accounts under the same in- 
strument. Once they are accepted, they con- 
tinue indefinitely. The beneficiary requires 
no special consideration and the best solu- 
tion is to invest the entire account in the 
common trust fund. 
Another class of accounts that benefit 
from this type of investment are the small 
guardian accounts often received by court 


appointment. While also undesirable from 
a business standpoint, their administration 
has great social value. Unlike the cemetery 
trust, the beneficiaries do require special 
consideration and the trustee must con- 
stantly consider the need of present in- 
come and ultimate distribution of the prin- 
cipal. The problem of investing these small 
accounts with any degree of diversification 
and a fair yield has largely been solved 
through investment in a common trust 
fund. 


Opinion naturally differs as to where the 
dividing line falls when determining a large 
or small trust account. The line depends 
upon the trust institution and the equip- 
ment available to service such accounts. 
One authority believes that an account of 
less than $10,000 cannot be properly diver- 
sified:!| However, since the Federal authori- 
ties have placed a limit of $50,000 as the 
maximum amount to be invested in the 
common fund by any one account,? we may 
consider this the line of demarcation de- 
termining whether the account can have 
adequate diversification and supervision on 
a basis that is not uneconomical. Although 
the common trust fund is comparatively 
new in the trust field many authorities be- 
lieve this is a solution, at least in part, of 
the problem of bringing trust service down 
to the man of small estate. 


Principal Needs 


HE common trust fund lends itself to 
the administration of a “Maximum or 
Fixed Income Trust.” Under this type of 


‘Stephenson, Gilbert T., “Trends in the Trust Field,” 
Trust Companies (Trusts and Estates), July, 1936, p. 7. 
*Regulation F (c) (5). 
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trust it is provided that a definite sum shall 
be paid to the life beneficiary, any defi- 
ciency in income to be taken from princi- 
pal. Marketability of assets is a requisite 
of trusts of this type, for they are essential- 
ly liquidating or amortizing to meet the pe- 
riodic encroachments upon principal. In the 
common trust fund, participations may be 
liquidated in almost the exact amounts de- 
sired. This avoids a large uninvested bal- 
ance, which would be almost unavoidable 
if it were necessary to sell a bond or call a 
mortgage and slowly disburse the proceeds 
to the beneficiary as the income failed to 
meet the definite sum expressed in the 
Fixed Income Trust. 

Occasionally a trustee will acquire an ac- 
count that authorizes it to pay the entire 
gross income to the life tenant, charging all 
commissions and other expenses to princi- 
pal. The result is a small but continuing en- 
croachment upon the principal. In order to 
avoid creating small principal overdrafts 
or maintaining substantial uninvested cash 
balances, it is necessary to have an invest- 
ment that can be liquidated conveniently in 
small amounts. This may be done with ease 
through the liquidation of all or a portion 
of their interest in the common trust fund. 

Similarly the liquidity of the common 
trust fund in almost any desired amount is 
a.great asset in the administration of ac- 
counts that are frequently invading princi- 
pal, in small amounts, upon request or di- 
rection of the creator of the trust, the life 
beneficiary or the trustee. 


Policy for Admission of Participants 


F all the accounts that fall in the above 
category were fully invested in the com- 
mon trust fund, it would be an ideal situa- 
tion from the trustee’s viewpoint. However, 
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there are occasions when it is not desirable 
from the beneficiary’s viewpoint, or permis- 
sible by the instrument under which the 
trust is being administered. 


A beneficiary, considering other income, 
may require tax exempt securities. Trus- 
tees should be hesitant in liquidating the 
securities of such an account, else they may 
be criticised for administering the trust in 
their own interest rather than the benefi- 
ciary’s. In the administration of a common 
trust fund the trustee of course cannot con- 
sider the tax requirements of any particu- 
lar account. 

An account may be well stocked with 
good real estate mortgages producing a 
more attractive yield than can be hoped for 
in a common trust fund. The interest of 
the beneficiary may dictate that such in- 
vestments be retained. It has been our pol- 
icy to lean over backward in this respect, 
even to the extent of withdrawing sufficient 
funds from the common trust fund to pur- 
chase a mortgage for a trust previously 
completely invested in the fund. 

While the fund should be fully em- 
ployed if the trustee is to realize the great- 
est benefits, it seems rather drastic and un- 
fair to the beneficiary to liquidate immedi- 
ately assets that are perfectly sound and 
prceducing a yield substantially greater than 
may be expected from a common trust 
fund. Often these securities, if retained in 
the account, will have a tendency to liqui- 
date themselves over a period of time, 
through amortization of mortgages, or 
through refinancing or calls in a constantly 
changing money market. Before converting 
securities for investment in the fund, the 
trustee should carefully consider each se- 
curity for proper timing, and each account 
for proper and just administration. 
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It is not necessary nor advisable to con- 
fine participation to small accounts. Al- 
though a large account may be properly di- 
versified in itself, the common trust fund 
lends itself admirably to the investment of 
the small cash balances which tend to ac- 
cumulate through amortization of real es- 
tate mortgages and other sources and which 
are rather difficult to invest otherwise. The 
advantage of keeping an account fully in- 
vested at all times is obvious. 


Procedure in Transferring Accounts 


NCE a policy for admission of accounts 

to the common trust fund has been for- 
mulated, the procedure is a matter of me- 
chanics. The small guardian or cemetery 
trusts should be converted and invested in 
the common trust fund on the first opening 
date practicable to the trustee, considering 
the welfare of the beneficiary. The other ac- 
counts that have been earmarked for a par- 
ticipation by the trust committee should 
have certain issues selected for conversion 
ver a period of several opening dates. 


It is not necessary, nor advisable, to com- 
pletely liquidate an account that holds sev- 
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eral issues of securities at a single admis- 
sion. One of the criticisms directed at a 
common fund is the sudden interruption 
cf income sustained by the trust account 
at the time it is transferred to the fund. 
The trustee through proper management 
may minimize the interruption by timing 
the sale of securities to be liquidated to 
coincide with the opening date of the com- 
mon fund. Often purchases and sales are 
made simultaneously from an _ estimated 
list when preparing the investment pro- 
gram. The trustee should take care not to 
lose any dividends by selling just prior to 
the ex-dividend date. 


Not only the interruption of income 
would dictate an orderly program of con- 
verting the securities in an account, but 
the trustee may be guided by the conditions 
of the market. It may be rather difficult to 
convert a substantial block of securities 
at a single opening date without adversely 
affecting the market with respect to that 
particular security. Should the common 
fund be started at:a time when the trend 
of the market is downward, a gradual liqui- 
dation over a period of time would give the 
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trustee an opportunity to average down- 
ward the unit cost held by the account; 
should the trend be upward it would give 
the beneficiary the advantage of at least 
holding a certain number of units at the 
initial unit value, which would be low in a 
constantly rising market. This advantage 
would be in some degree offset by the fact 
that the general trend of the market would 
affect the unit value of the common trust 
fund to about the same degree as it would 
the amount received for the security con- 
verted. 


New Accounts 


ONEY coming into the _ trustee’s 

hands in the form of new accounts 
usually is invested in the fund at the next 
opening date. The trustee could hardly do 
better, since the investment policy of the 
fund is suoject to public scrutiny and 
should reflect the best investment ability 
the trustee has to offer. New accounts re- 
ceived in kind should be reviewed by the 
trust committee and all obscure or doubtful 
securities converted without delay. Others 
may have a ready market but if they are 
not on the trustee’s approved list, they 
should be disposed of as soon as market con- 
ditions warrant, and the proceeds invested 
in the common fund. However, should the 
sale of outstanding securities result in a 
hardship to the beneficiary, and it is legal 
and prudent for the trustee to retain them, 
it would seem that they should not be li- 
quidated. 


With the securities converted or ear- 
marked for conversion, the next step is to 
combine the cash received or to be received 
from the securities (before the actual open- 
ing date) with cash that has come into the 
various accounts from other sources, such 
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as mortgage amortization payments, called 
securities, etc. This may be accomplished 
by an analysis of the cash ledger two to 
three days before the admission date, the 
amount of cash available for investment by 
each account being listed on a work sheet 
which should be revised to include any sub- 
stantial amounts of cash becoming avail- 
able for investment in the fund after the 
preparation of the work sheet and before 
the actual opening date. It may be advisable 
to pass the work sheet to the various admin- 
istration officers who, being familiar with 
the needs of their accounts, may be able to 
make certain adjustments that would pre- 
vent considerable trouble and embarrass- 
ment later. 


In the preparation of this work sheet, it 
must be decided how small a cash balance 
will be admitted to the fund. If the account 
already has a participation it would seem 
that the small balances should be included; 
it is almost impossible to invest these bal- 
ances otherwise. If the account does not 
participate in the fund or has no prospect 
of becoming a participant other than the 
small balance that appears on the cash 
ledger, it may be questionable whether the 
tax and accounting detail would justify 
such a small admission. It has been our pol- 
icy to admit these small balances on the 
theory that one of the important contribu- 
tions the common trust fund has to offer 
the beneficiary is to keep his account fully 
invested at all times; that is the advantage 
of the unit value of $10 over the one of 
$100. 


Interim Investment 


OST common funds have regular 
opening dates every three months. 
Occasionally, due to mortgage liquidation, 
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calls of certain securities, or favorable 
market conditions large cash accumula- 
tions occur shortly after an opening date. 
The trustee has the alternatives of (1) per- 
mitting substantial cash balances to be un- 
productive for sixty or more days, (2) find- 
ing other investments for a short period of 
time, or (3) having an interim opening of 
the common fund. 

Interim openings are unpopular from the 
trustee’s viewpoint due to accounting de- 
tail. It is necessary to value all securities 
in the fund and accrue the interest on each 
security. Income would have to be accrued 
on each unit admitted or withdrawn and 
for this reason it would seem advisable to 
confine admission to rather large balances 
and withdrawals only to those that are ur- 
gent. 

In formulating a policy for admitting 
participants to a common trust fund, the 
trustee should not be too busy counting his 
own benefits, but should consider the need 
of the participating trust. The trustee will 
receive benefits but the common trust fund 
will not prosper for the sole purpose of in- 
creasing earnings for the trustee. Unless it 
serves the public by producing something 
that could not otherwise be produced with 
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the same effectiveness it will disappear 
from trust circles, only to be replaced by 
some other form of investment service, ad- 
vanced perhaps by a totally different type 
of institution or by a public trustee. 


Many small estates are in need of trust 
service, which is extremely difficult to ren- 
der properly at a profit. It is reasonable to 
believe that the common trust fund, prop- 
erly operated, will go a long way in meeting 
this demand. 


Saturday Closing for Banks 


N recent weeks permissive legislation en- 
abling year-around Saturday closings of 
banks has been requested, or has been indi- 
cated as desired by bankers in several states. 


In Massachusetts a bill was filed December 
2, to permit Saturday closing. The proposal 
of similar bills is indicated in New York, Penn- 
sylvania and New Hampshire. Polls of bank 
association memberships in these states indi- 
cate that such legislation is desired. \ 


Among reasons given for Saturday closing 
are that insurance companies and many in- 
dustrial concerns are-shut now on that day, 
lessening service needs and putting banks at 
a disadvantage employment-wise. 
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Estate Check List 


HE Committee on Trust Operations of 

the Pennsylvania Bankers Association 
has developed an “Administrative Work Sheet 
for. Decedents’ Estates.” (reproduced here- 
with). It was presented at the Mid-Winter 
meeting last month by Chairman George C. 
Robinson, trust operations officer of Fidelity- 
Philadelphia Trust Company. 

This check sheet is a chronological listing 
of the more important steps to be taken in the 
administration of a decedents’ estate. It is not 
intended to serve as a substitute for experience 


but, cognizant of human limitations, the com- 
mittee recommends its use because it insures 
that every important part of the job of ad- 
ministering an estate will be covered; keeps 
steps of administration in logical order; facil- 
itates smooth efficient administration at a 
minimum of expense; speeds up settlement 
of estates with resulting good will of bene- 
ficiaries; enables a substitute to take over with 
minimum confusion and prevents direct finan- 
cial losses on account of failure to perform 
some act of administration. 





ADMINISTRATIVE CHECK SHEET 
DECEDENTS’ ESTATES 
a ___{[Account No. 
a a I EEE 
Trust Officer. se Ee ee ee 
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te B 








Acceptance approved by Trust Committee and Fees Committee. . 
Obtain necessary number of copies of wil! 

Probate will with counsel and order short certificates 

Advertise grant of letters 

Place Letters Testamentary in document file 

Request family and Postmaster to forward mail 

Discontinue gas, electricity, telephone and charge accounts 
Check for all business with Company, including liability on mortgage loans, ete 
Close agency and other accounts with Company in name of decedent 


ecCennawreun = 


Ss 


Cancel and settle open orders and accounts with brokers... ° 
Check with local banks as to asset and liability accounts and settle. . 
Remove contents, surrender safe deposit box and collect refund... 
3. File dividend and registered interest orders 
Ascertain jointly owned property . . . 
Remove valuables from dwelling and place of business. ... 
Was decedent bound by lease(s)? Obtain copy and determine liability 
7. Secure full information on real estate owned ebecccccecs 
Obtain and examine personal records, check books for at least two years, copies 
of Income and Personal Property Tax returns 
Arrange disposition of goods in storage. ... . 
Pay funeral bill promptly and obtain discount idee 
Insure real estate, personal effects, automobile, goods in storage, etc.......... 
Collect accounts and notes receivable. . 
Claim proceeds of all life, accident insurance and benefits from fraternal and 
beneficial societies ‘ 
Consider damage suit if death resulted from accident .............22000000 eee 
Consider Social Security Claim and notify family............see00 ¢eeeee e+e 
Consider withdrawal or continuation of Building & Loan Shares. ............——__—_— 
Collect amounts due from fiduciaries. . . 
File Inventory and appraisement... . 
. File affidavit of property subject to Personal Property Tax...............-.——__ 
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Compicted 
File information returns with Register of Wills (Form RCRI-33) 
Notify legatees and devisees—and whether gift is subject to tax (Corporations 
must be notified within three months) 
File Federal Income Tax Returns (Request prompt audit) 
(a) Period of life return 
(b) Period of administration 

Determine cash requirements and arrange liquidation of assets 
Consider whether monument or headstone should be erected and care of burial 
lot provided 
Prepare sixty-day preliminary notice of Federal Estate Tax — 

Examine Will re retention and new investments, secure legal opinion if necessary = = ____ 
. Consider payment of tax to secure waivers...... 
. Consider Federal Estate Tax liability on insurance payable to designated bene- 

ficiary 

Is ancillary administration required? 

File will to transfer foreign real estate 

Widow's or children’s exemptions 

Election to take under or against the will 

Prepare account if decedent was a fiduciary and collect commissions due. Con- 

sider special compensation 

Defiver personal effects and automobile, and secure orders to satisfy. Collect 

inheritance and estate taxes on gifts or devises subject to such tax or appor- 

tionment 

Can new business be obtained? 
. Account filed. .... 
|. Consider payment of legacies to avoid interest........ 
. PE EERO OT litem 


Notify parties in interest, creditors and Personal Property Tax Boards of audit. 
ee eee a eee to Court and 
extra copy sent to counsel) oa 
(a) Notify parties abroad one month before eudit 
(>) Notify all others two weeks before audit 
(c) Sead copy of account to all remduary legetecs 
ee re eee Sa 


(&) Inheritance and Federal Estate taxes 
(c) Special fees for additional tax work and/or any other extreordinary services 
(4) Others 


62. Obtain from counsel copy of Adjudication - 
63. Schedule of Distribution prepared, approved and sent to counsel. 
54. Secure orders to satisfy................ 

55_ Distribution completed and account closed... 
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SIMPLIFYING STOCK TRANSFERS 


Suggestions for Reducing Delay on Estate Securities 


T. RABER TAYLOR 


Denver, Colorado; Chairman, Committee on Simplification of Stock Transfers in Estates, 
Colorado Bar Association 


PEED is the characteristic of securities 

transactions between the living. Delay is 
the characteristic of securities transactions 
when the securities’ owner is dead or under 
a disability. In the latter case, an order to 
sell will not be entered until the’ securities 
are cleared by the transfer agent, and notice 
of such clearance has been received by the 
broker. Even if the security is to be trans- 
ferred by a local transfer agent, there may 
be a delay of from two to five days. Also, 
there is the ever present hazard of having 
the clerk in the transfer agent’s office find 
something on her check-off list, and request 
additional papers with a resultant double or 
treble delay. 

Unless we can change the law of the state 
of New York, or the rules of the New York 
Stock Exchange and of the New York Stock 
Transfer Association, which are worshipped 
by all transfer agents, we cannot expect any 
revolutionary changes. Nevertheless simpli- 
fication and improvement in the procedure 
for the sale and distribution of estate se- 
curities can, through the cooperation of the 
bench and bar, be accomplished. 


Suggested Approaches 


WO independent but reciprocal ap- 

proaches are available: first, the Coun- 
ty Judges Association can act to consoli- 
date the forms and establish standard prac- 
tices in the probate courts to minimize de- 
lay and expense on estate transfers, and 
second, a Committee of the Bar Associa- 
tion, should be appointed to work with the 
New York Stock Transfer Association to- 
ward the establishment of local standards 
that would reduce the expense and delay in 
estate transfers. The standards, adopted 
by the local Committee as worked out with 
the County Judges Association, could be 
submitted to the New York Stock Transfer 
Agents Association. On acceptance they 
would be included in the particular State 
section of the loose-leaf “Stock Transfer 
Guide Service”, the official organ of the 
New York Stock Transfer Association. 


From address before 1946 annual meeting of Se ticn of 
eal Property, Probate and Trust Law, Colorado Bar 
\ssociation. 


The following suggestions are given as 
starting points toward possible time and 
money savers. A standard printed form for 
fiduciaries (other than executors) to sell 
securities can be prepared. The usual one 
page order, authorizing the sale, can also 
incorporate the letters of the personal rep- 
resentative. As is frequently done, the 
clerk’s certificate as to the letters and order 
could appear on the reverse side or, as is 
done in the Denver County Court, the clerk 
has a certificate stamp which can be placed 
on the face of the order, and signed by him 
or his deputy. The use of standard approved 
forms will not only save time for the court 
and attorneys but also eliminate questions 
from transfer agents. 

At present an order for the sale of secur- 
ities is obtained after the written petition 
has been submitted to the court as a mat- 
ter of course. To facilitate the procedure 
in the court, it might be possible for the 
court to handle such requests as office rou- 
tine with the Judge signing the orders as 
a part of the day’s business, as is now done 
on final settlements. 


Standardization 


HE administrator, conservator, or 

guardian has an easy and inexpensive 
problem compared with that of the execu- 
tor. A certified copy of letters testamentary, 
the will, and the order of probate are uni- 
form transfer agent’s requirements. 


Some probate judges have long followed 
the practice of stamping and signing an or- 
der on the face of all wills admitted to pro- 
bate and record: 


Will admitted to probate and record by 
me thik... C0 66a 


County Judge 


The County Judges could accept this prac- 
tice as their standard practice, and direct 
that whenever a certified copy of a will was 
requested, that the certificate would include 
the order of probate as well as the will. In 
this way the expense of the full page order 
admitting to probate would be eliminated. 
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When standard printed probate forms 
and administrative procedures are adopted, 
copies thereof should be forwarded to Com- 
merce Clearing House and to Prentice-Hall 
for inclusion in their loose-leaf transfer 
service. 


Evidence of Facts 


Y most important suggestion deals 

with the multiplication of expenses 
of estate transfers when there is a will. An 
administrator, conservator, or guardian 
pays $1.00 or $2.00 for a certified copy of 
the necessary letters and order. An execu- 
tor pays 50c additional for each page of 
each copy of the will that is ordered. 


Under the rules of the New York Stock 
Transfer Agents Association an executor, 
for the transfer of securities, is required 
to have a probate certificate and a certified 
copy of the will, and also in addition the 
usual inheritance tax and other tax re- 
leases. To save the time of the transfer 
agent in examining the will to determine 
the powers of the excutor, and whether the 
will contains any restriction against the 
transfer of the specific security, and to con- 


BOOKS 


and 


ENTIRE LIBRARIES 


purchased for cash 


APPRAISALS FOR ESTATE 
& TAX PURPOSES 





Dauber & Pine Bookshops, Ine. 
66 Fifth Avenue 


NEW YORK (11), N. Y. 
ALgonquin 4-7880 
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serve the estate by saving the expense of 
photostatic copies, I submit that a new sys- 
tem for transfer of securities by an execu- 
tor should be worked out with the New 
York Stock Transfer Association. 


The transfer agent is entitled to certified 
judicial prima facie evidence of these facts: 


(a) That the security owner is dead. 


(b) That his will has been admitted to 
probate on a given day by a given 
court. 

(c) That the executor, making the trans- 

fer, has been properly appointed, 

and is still acting. 

That the will contains no specific 

bequest of the security submitted for 

transfer. And 

That the will contains a power of 

the executor to sell, or that the will 

contains no power to sell but the se- 
curity is being sold pursuant to court 
order. 


These facts can be reflected in the find- 
ings of fact of the probate court. The same 
instrument could also set forth conclusions 
of law, for example: 


(d) 


(e) 
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Main Office 
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(a) That the executor shall have all of 
the lawful powers given him by the 
will; 

(b) that the executor is under a strict 
obligation to conserve the estate and 
preserve it from needless expense; 
and 


(c) that the findings of fact and conclu- 
sions of law are issued as prima 
facie evidence of all things set forth. 


Such findings of fact and conclusions of 
law, when certified, would satisfy all re- 
quirements of the law reflected in the two 
broad rules of the transfer agents. 


Neither lawyers, nor rules reflecting the 
thinking of lawyers, are changed quickly. 
However, in the interest of the deceased 
security owner, the transfer agent and the 


FUNDING CORPORATION 


«6s ae 
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UNFORESEEN 
NEED” 


NEW YORK 
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NEW YORK 


legal profession, I submit that it is time to 
work out an improved procedure with the 
New York Stock Transfer Association. 


Putting a “Rights” Job to Rights 


ACTING AS AGENT for stock- 

holders of the American 

Telephone & Telegraph 

Company for the purchase 

and sale of rights for sub- 

scription to A T & T’s new 

15-year 2%% convertible 

debentures, due December 

15, 1961, was one of the 

most intricate problems 

faced by Bankers Trust 

Company (New York) in 

recent years and may have 

involved more detail than 

any similar previous under- 

taking. There was a total 

of 245,000 separate trans- 

actions, requiring the 

handling of over three mil- 

lion warrants and forms. 

For this special four-week 

job, 236 officers and em- 

ployees were recruited from within the bank. 
Offered pro rata to holders of its capital 

stock, for subscription in the ratio of $100 

principal amount of debentures for each six 

shares of stock held of record at the close of 

business November 8, 1946, this issue of secur- 

ities in the total amount of $343,087,700 repre- 

sented one of the largest single pieces of 

financing “of, by and for the people” ever 

undertaken by a private corporation. 
Stockholders could of course purchase or 

sell rights through: usual investment channels. 

However, to serve the convenience of the small 

stockholders, A T & T made an arrangement 

with Bankers Trust Company to act as agent 

for A T & T stockholders in buying or selling 

rights. To serve stockholders in person, Bank- 


ers Trust Company set aside space in its main 
office at 16 Wall Street, where stockholders 
could complete their transactions with the 
assistance of bank employees specially assign- 
ed to give them advice. As many as 760 
stockholders a day used this service. A tele- 
phone section handled 5,000 calls from people 
all over the country who desired information. 
To handle a maximum of 14,000 mail trans- 
actions in a single day, the bank took over two 
floors at 52 Broadway, recently vacated by the 
Army. In addition, the bank set up a special 
trading unit which handled the purchase and 
sale of rights from day to day. A special cor- 
respondent bank section was organized for the 
purpose of providing service to their cus- 
tomers and stockholders. 
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New England Trust Conference 


NE of the best attended in its history, 

the 13th New England Trust Conference 
met in Boston on December 6 under the spon- 
sorship of the local Corporate Fiduciaries 
Association. Highlight of the one-day session 
was a paper on the trustee’s responsibilities 
under T.D. 5488 (the so-called Clifford regu- 
lations) by Professor A. James Casner of 
Harvard Law School. In view of the recent 
announcement by the Commissioner of In- 
ternal Revenue that the regulations may be 
revised, we are deferring publication of the 
address. However, Prof. Casner’s proposed 
“plan of action” for trustees is pertinent: 

1. The trustee should avoid making de- 
cisions relative to the trusts which are de- 
signed to govern the actions of the settlor or 
beneficiary. 

2. The trustee’s actions should be that of 
an independent trustee and not those of a 
person who is subservient to the wishes of 
another. 

38. The trustee should embarrass the settlor 
as little as possible consistent with his position 
as an independent trustee. 

4. The trustee should embarrass the bene- 
ficiary as little as possible consistent with his 
obligations under the trust. 

5. The trustee should keep both the settlor 
and beneficiary fully informed of the trustee’s 
actions and should avoid misleading them in 
any way in reports which are made. 

6. The trustee should not be a party to any 
arrangement that may be a breach of trust 
or subject the trustee to any surcharge. 

J. Blake Lowe, vice president, Equitable 
Trust Company, Baltimore, discussed various 
phases of estate planning, with illustra‘ions 
of how to correlate a person’s estate to best 
accomplish his objectives and reduce taxes. 

Trustees were urged by Edward E. Chase, 
President of Maines Securities Company, Port- 
land, to invest more in sound “ventures,” 
particularly local ones. 

The meeting was presided over by associa- 
tion President Charles Weston of Old Colony 
Trust Company. 
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Pay-As-You Go Compensation 


HE advantages of employing the pay-as- 

you-go system of fees for administering 
trusts are set forth in a pamphlet prepared 
by the Committee on Costs and Charges, Trust 
Section, Pennsylvania Bankers Association. 
Examples of schedules providing for such 
compensation will be supplied, chairman Rob- 
ert A. Wilson told the Section Mid-Winter 
meeting last month. Mr. Wilson is vice pres- 
ident of The Pennsylvania Company of Phila- 
delphia. 


The pamphlet recommends the following 
principles: 


(1) It has become necessary to receive ade- 
quate compensation for trust services because 
the courts are holding corporate fiduciaries to 
ever increasing legal and business standards. 


(2) A fiduciary administering the same 
fund, first as executor and then as trustee, 
should receive adequate and separate com- 
pensation for services in each capacity. 


(3) Trustee’s compensation should take into 
consideration such basic factors as the amount 
and nature of the assets administered, re- 
sponsibility assumed, services performed, dur- 
ation of the trust and the results achieved. 


(4) The practice of taking principal com- 
missions annually is desirable and should be 
considered when accepting new business, since 
it is then possible to negotiate for annual pay- 
as-you-go compensation. 


Now that Section 45 of the Fiduciaries Act 
of 1917 has been repealed, a trustee should 
have no hesitancy in asking for additional 
compensation as trustee of an estate, even 
though it was the executor, if such additional 
compensation is warranted, commented Mr. 
Wilson on the second principle. It is important, 
however, that the factors outlined in the third 
principle be considered carefully when re- 
questing additional compensation for services 
rendered as testamentary trustee. 


On the fourth point, Mr. Wilson urged trus- 
tees to strive for the allowance of compensa- 
tion in warranted cases at the time of filing 
interim accounts. 


Recently opened 24th 
office of $200 million 
Valley National Bank 
at Tolleson, Ariz. By- 
passing material short- 
ages, the bank will use 
this Quonset hut until 
a permanent structure 
can be erected. 
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PRACTICAL TRUST COST ANALYSIS 
Suggested Procedure — Data Pay Dividends 


GLENN A. BIGGS 
Trust Officer, The Fifth Third Union Trust Company, Cincinnati, Ohio 


HE first step in making a cost analysis 

is to determine the total expenses of 
the trust department. If the bank has a 
complete expense distribution system and 
every department is supplied with an an- 
nual report of its expenses, much of the ba- 
sic work has already been completed. Direct 
expenses are usually such items as _ sal- 
aries, dues, books and services, examina- 
tion expense, insurance, legal, entertain- 
ment, postage, telegraph and _ telephone, 
travel, advertising, rent, depreciation. They 
result from the outlay of cash specifically 
for the trust department, except for depre- 
ciation and rent where the quarters are 
owned, which are created by accounting 
entries. 

Indirect expenses represent the portion 
of the expenses of the bank’s service depart- 
ments allocated to the trust department; 
e.g., addressograph, telephone, purchasing 
and stock room, repair, audit, restaurant, 
personnel, central file, mail, general files, 
publicity, general administration and in- 
stitutional expense, machine maintenance, 
general accounting, tabulating. Distribu- 
tion of this type of expense should be made 
wherever possible upon the basis of service 
rendered. In some cases it is possible to 
keep an accurate record of such service and 
charge the department benefiting accord- 
ingly. In other cases it is necessary to use 
percentages prepared by the service depart- 
ment head or the bank’s accounting officer. 
In still other cases the basis of distribu- 
tion may be determined by available sta- 
tistics such as salaries, the number of em- 
ployees, or the number of items handled. 


Where the bank has no complete system 
of expense distribution to make readily 
available the indirect expenses, it is recom- 
mended in some quarters that 15% of the 
direct expenses be added as indirect or 
overhead expenses. This may not be a suf- 
ficiently high percentage, for I have seen 
variations all the way from 30% to 100% 
of direct expenses and I believe it safe to 


From address before the Mid-Year Trust & Banking 
Conference, New Jersey Bankers Association, December 
7, 1946. 


assume that a figure somewhere within 
these limits is more nearly realistic. For 
instance in my own institution, indirect 
expenses amounted to 31% of direct ex- 
penses in 1938; in 1945 they amounted to 
35%. The best course to follow is to dig 
through the figures and determine indirect 
expenses. The important consideration in 
handling both direct and indirect expenses 
is that care be taken to include all items 
chargeable to the trust department, for an 
accurate expense report is the backbone of 
the cost analysis. 


Analysis of Duties 


HE next step is the analysis of the du- 
ties of the personnel. The work of the 
personal trust department can generally 
be divided into the following functions :— 
. Administrative 
. Investment supervision and review 
. Operations 
. Tax 
. Trust development 
. Miscellaneous (a) Property manage- 
ment, (b) Legal, (c) Insurance, (d) 
Other. 


Studies of the employees’ duties should 
be made with great care for many expenses 
are eventually distributed upon the basis 
of percentages arrived at in these studies 
and the ultimate cost of each item and 
operation depends upon their accuracy. It 
is suggested that each officer and employee 
prepare a report showing upon what opera- 
tion his time is spent. The person in charge 
of the cost analysis should work out with 
the employees the desired classifications of 
operations. The reason for the studies and 
what the cost analysis will accomplish 
should be explained thoroughly. The studies 
may pay an extra dividend by providing an 
important check on internal routine. 


Activity and Volume Statistics 


HE third major step is to assemble 
statistics of item activity and volume 
of assets held. These are necessary to es- 
tablish the cost of each kind of item han- 





86 


dled and to provide a basis for applying 
administrative, investment, tax, property 
management and other costs. Where but 
one type of item is handled in a particular 
operations subdivision, the cost of that 
subdivision can be divided by the number 
of items handled to obtain a per item cost. 
However, where several types of items are 
handled, consideration must be given to the 
comparative work involved and the proper 
weights assigned before computing item 
costs. The statistics and item counts can 
be assembled by type of business, i.e., living 
trusts, executorships, etc. After costs have 
been established for each item and opera- 
tion they can be used in analyzing accounts. 
To provide a method of account analysis is 
one of the main purposes of the cost study, 
for the profitability of individual accounts 
determines the profitability of the entire de- 
partment. 


While trust development expense is very 
definitely a cost of operating the depart- 
ment, it should not be included when ana- 
lyzing individual accounts. Rather the mar- 
gin of desired profit should be set high 
enough to absorb this expense. A fee mar- 
gin of not less than 50% of cost seems to 
be quite generally accepted as a desirable 
figure by trust companies that have made 
cost studies, although local factors may 
cause this to vary somewhat. 


I have deliberately refrained from re- 
ferring to the excess of fees received over 
cost as profit. Included in the fee should be 
a charge for responsibility which varies 
with the duties. If this charge is collected 
as a part of the fee, the bank may not wish 
to include it in current earnings, but may 
prefer to set it aside in a reserve account 
earmarked for use in case of surcharge. No 
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charge for the factor would be made in ac- 
counts where no responsibility is assumed. 


Determining Gross Earnings 


(; ENERALLY speaking, there should be 
no particular problem in determining 
the total gross income of the trust depart- 
ment nor of any of the individual accounts, 
especially where earnings are accrued. 
However, when large distribution or exec- 
utor’s fees are received, only that part of 
the earnings applicable to the current year 
should be used. The method of using a 
three to five year average fee figure in de- 
termining total gross earnings for the de- 
partment also appears sound. 


Earnings on deposits should not be con- 
sidered in computing the profits of the trust 
department. If trust departments are to 
make money, it must be from fees received 
from our customers and not by reason of 
credits received for balances of uninvest- 
ed funds. The relationship of the trust de- 
partment to the commercial banking de- 
partment with respect to deposit balances 
should be the same as for any other banking 
customer. In my own institution no credit 
is taken for earnings on uninvested funds. 
This is partly compensated for by the fact 
that the trust department is not charged 
for a portion of state franchise and capital 
stock taxes, which items are included in 
capital funds expenses. 


Application of Data 


FTER the cost analysis has been com- 
pleted, the total profit or loss for the 
trust department for any accounting period 
can be determined. Next, by applying the 
percentages and figures obtained from the 
employees’ duties studies and the item 


— 
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counts it is possible to calculate the cost 
and profit for each type of business. 

The use of individual item costs in ana- 
lyzing accounts to determine their profita- 
bility is perhaps one of the most important 
applications of the results of the cost analy- 
sis because of its many ramifications. We 
have analyzed new living and agency busi- 
ness on the basis of expected activity and 
volume before acceptance to establish a 
fee or to check on the regular fee schedule 
as it applies to the account in question. 
This has been very helpful especially in 
accounts where the services required are 
out of the ordinary. Analysis of accounts 
already on the books is important from the 
standpoint of providing a basis for possible 
fee adjustments. Many trust companies ap- 
plying their costs to this end report highly 
successful results profit-wise. When dis- 
cussing fee adjustments with a customer, 
no sounder argument can be presented than 
a cost analysis of his account. 


Cincinnati Case History 


N especially important use of the cost 
A analysis is as a basis for fee schedules. 
About seven years ago several of the Cin- 
cinnati trust companies computed their 
costs which, when applied to accounts of 
various sizes, confirmed their suspicions— 
the existing fees were inadequate. 

From the cost pattern established it was 
an easy matter to develop a fee schedule 
which covered cost, responsibility, and a 
reasonable percentage of profit. The sched- 
ule adopted by our company in 1940 was 
based upon market values of principal at 
the date of acceptance of accounts and at 
annual anniversary dates thereafter. For 
living trusts the charges were :— 


2/5 of 1% on first $75,000 
1/5* of 1% on next $925,000 
1/10 of 1% over $1,000,000 
Distribution fee—1% 


The schedule adopted for agency accounts 
without investment service was somewhat 
lower. It provided for charges of :— 3/10 
of 1% on first $75,000 and 1/10 of 1% over 
$75,000. 


A study was made in our company of a 
group of living trusts and agency accounts 
and the fees realized under the new sched- 
ule compared with what would have been 
realized on the old 5% of income basis. The 
new schedule produced fees which covered 
costs by 50.5%, which margin represents 
profit and responsibility charge. Under the 
old schedule fees exceeded costs by only 
19%. Of the accounts covered in the study, 
61% would have shown a loss on the old 
compensation schedule, while under the 
new, the number of underwater accounts 
was less than 14%. Comparison of dollars 
of loss showed that a reduction of 87% had 
been made; in fact losses under the new 
fee schedule were so small as to be negli- 
gible. 

Just recently, the Hamilton County Pro- 
bate Court has allowed fiduciaries an in- 
crease in fees, so that now compensation for 
testamentary trusts and guardianships is 
essentially the same as for the living trust. 
This increase was obtained in a large meas- 
ure as a result of the cost studies made by 
several of the Cincinnati trust companies 
and the subsequent adoption of compensa- 
tion schedules for voluntary trusts based 
upon actual costs. 


*Increased to 3/10 a few weeks ago. 


Bought — Sold — Appraised 


We are primarily interested in purchasing books, accumulations 
of old Family Papers, and other literary material relating to 
America. 


THE CADMUS BOOK SHOP INC. 
(Established 1896) 


31 West 46th Street 


New York 19, N. Y. 
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How to Go About It 


COST analysis for your own trust de- 

partment can be handled in various 
ways. Most banks have men in some ac- 
counting positions who could do the job 
along the lines suggested. A guide has been 
published by the American Bankers Asso- 
ciation to assist those who tackle the prob- 
lem with their own personnel or by em- 
ploying outside accountants. The Ohio 
Bankers Association has also published a 
booklet outlining a recommended cost analy- 
sis system. Should it be impossible to make 
the analysis with the bank’s own employees, 
there are accounting firms which can be 
employed to do the job. 

Unfortunately I can’t suggest any short 
cuts and easy methods of making an analy- 
sis that would not impair the final result 
and destroy its usefulness. Doing the job 
properly will pay in the long run. 

Size should be no factor in deciding 
whether an analysis is to be made. The 
smaller the institution, the easier the job 
should be. 

It has been found quite helpful to repeat 
the analysis periodically, thus refining 
methods and costs. With today’s spiraling 
prices, it is more essential than ever that 
the analysis be made as often as possible. 
As soon as the 1946 figures are available 
we are planning to repeat our analysis and 
other banks are doing the same. 

A procedure that has worked well is for 
several companies in the same town or lo- 
cality to make simultaneous analyses. The 
comparisons of costs often prove helpful 
to all the cooperating banks and out of such 
projects often come recommendations for 
fee schedules for the locality. 


The cost analysis in my own institution 


APPRAISALS 
of 
REAL ESTATE 


Serving 


Banks, Insurance Companies, 
Lending Institutions, Estates, 
Attorneys, Investors 
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has more than paid for the time and effort 
spent on it and I know other trust com- 
panies where this is-also the case. No man- 
ufacturing concern would think of offering 
its product for sale without knowing the 
cost, yet most of our trust companies are 
doing this very thing. It is no wonder, 
therefore, that the trust department earn- 
ings problem is acute. 


In the long run, inadequate earnings 
mean low salaries and the inability to at- 
tract the proper type of personnel to the 
trust field. This eventually will result in 
lower standards of trust service. The fu- 
ture prosperity of the trust business de- 
pends in a large measure upon our will and 
energy to ascertain costs and to use them 
courageously and intelligently. 


D. C. Trust Council Meets 


HREE topics featured the first meeting of 

the year held by the Washington, D. C. 
Life Insurance Trust Council on December 17. 
General discussion was had on the following 
subjects: 


Lincoln National Bank v. Kindleberger — 
Leader: Eugene Thore, General Counsel 
Acacia Mutual Life Insurance Co. (See 
case report on page 116 of this issue.) 


Settlement of Death Claims where Beneficiary 
is Represented by Non-Underwriter Coun- 
sel — Leaders: Roger L. Baldwin, General 
Agent Northwestern Mutual Life Insurance 
and Thomas Grant, Jr., assistant trust offi- 
cer Union Trust Company. 


Use of Old Insurance for Business Insurance 
Purposes — Leader: Joseph A. Marr, of 
Crowley and Marr, General Agents of Penn 
Mutual Life Insurance Co. 


Reported by Secretary J. Wesley Clampitt, Jr., 
Union Trust Co. 


COMPANY 


o-t F w. 8 





oo == © et OO Op 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ARIZONA 


Tucson—Tyler Barrett, member of the bus- 
iness development department, VALLEY NA- 
TIONAL BANK, was advanced to assistant 
trust officer. 


CALIFORNIA 


Los Angeles — 
Frank H. Schmidt 
has been pro- 
moted to execu- 
tive vice president 
of CALIFORNIA 
TRUST CO., un- 
til recently hav- 
ing been a vice 
president and 
trust officer; L. 
DD. Pew, L.A. 
Rentsch and J. C. 
Seaman became 
trust officers; C. 
L. Patterson, as- 
sistant trust offi- 

F. H. SCHMIDT cer. 


San Francisco — BANK OF CALIFORNIA 
N.A. promoted George J. Greenwood, Jr., to 
vice president in charge of all public relations 
for the system. He was formerly assistant 
manager of the Portland, Oregon, branch of 
the bank; at present he is national president 
of the American Institute of Banking. Also 
appointed were Charles Butler and William 
Whisten, as assistant trust officers. 


Santa Barbara—FIRST NATIONAL TRUST 
& SAVINGS BANK elected J. R. Kieding an 
assistant trust officer. Before coming to Santa 
Barbara, Kieding was in the trust department 
of the Northern Trust Company of Chicago. 
A graduate of the University of Illinois, where 
he specialized in business administration, he 
has wide experience in investment banking and 
trust department work. 


TRUST OFFICER 
AVAILABLE 


Law and GSB Graduate, 10 yrs. exp. as Trust 
Officer with large Bank. Tax & Estate Planning 
expert. Experienced in all lines of trust admin- 
istration. 37 yrs. old, excellent personality. De- 
sire administrative position with progressive 
trust department. 


Box S-7-9 
TRUSTS and ESTATES 
50 E. 42nd St., N. Y. 17, N. Y. 


DISTRICT OF COLUMBIA 


In addition to being trust officer in charge 
of the department at WASHINGTON LOAN & 
TRUST CO., Leonard Marbury is also vice pres- 
ident and a director. 


CONNECTICUT 


Hartford—HARTFORD NATIONAL BANK 
& TRUST CO. promoted Russell L. Geer, 
former assistant cashier and assistant secre- 
tary, to cashier and secretary, succeeding G. 
W. Guillard, who continues as vice president 
in charge of over-all banking operations; 
Thomas D. Sargent, Hudson C. Pelton and 
George T. Bates, Jr., to assistant vice pres- 
idents; Stuart B. Knapp and Herbert E. Welch 
to assistant cashiers; Austin P. Pendleton and 
Richard B. Redfield to assistant secretaries; 
Henry E. McCore, John D. Stout, Harley E. 
Brainard and James J. Devlin to trust officers. 


ILLINOIS 


Chicago — Rob- 
ert Lindquist re- 
signed as assist- 
ant vice president 
of AMERICAN 
NATIONAL 
BANK & TRUST 
CO. to become a 
vice president at 
the LA SALLE 
NATIONAL 
BANK, where he 
will work closely 
with the new 
president, John C. 
Wright, on public 
relations and new 


ROBERT LINDQUIST business. An out- 


TRUST OFFICER 


ASSISTANT TRUST OFFICER 


Texas bank wishes to employ Trust Officer or 
Assistant Trust Officer. Experience in analysis 
of securities especially desired. Please give 
detailed qualifications and salary expected. 


Address: Box H-5-0 
TRUSTS and ESTATES 
50 E. 42nd St., N. Y. C. 17 





standing leader in 
the field of bank 
public relations, 
Mr. Lindquist is 
first vice presi- 
dent of the Fi- 
nancial Adver- 
tisers Associa- 
tion. He is the 
author of the re- 
cently published 
book, “Planning 
and Budgeting a 
Bank’s Advertis- 
ing Program,” 
and co-author of 
“Introduction to 
the Study of 
Banking.” 
Mr. Wright was formerly executive vice pres- 
ident, and was elected president to succeed C. 
Ray Phillips, who resigned to enter private 
life. 


JOHN C. WRIGHT 


Chicago—Joseph M. Herrmann, well-known 
nationally in the personnel and office manage- 
ment fields, has become director of personnel 
of the AMERICAN NATIONAL BANK & 
TRUST CO. Until recently he was vice pres- 
ident he was vice president and general man- 
ager of Workman Service, Inc., Chicago. 


Chicago—CHICAGO TITLE & TRUST CO. 
announced that Robert Kratovil succeeds J. 
Frank Bilger, retired, as title officer; Fred O. 
Prescott appointed credit manager; William 
M. Rice, formerly of Decatur, appointed at- 
torney in the law department. 


MINNESOTA 


Minneapolis — Three vice presidents of 
FIRST NATIONAL BANK retired on January 
1. They are: C. B. Brombach, John G. Maclean 
and Robert W. Webb, the latter having been 
a vice president in the trust department since 
1941. Prior to that, he was president of the 
former Minneapolis Trust Co. until it merged 
with the First National in 1933, when he became 
chairman of the trust committee. 


0A Virginia institu- 
tion, established in 
1865, with thoroughly 
modern trust facilities. 


First anp MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 
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MISSOURI 

St. Louis — 
MERCANTILE- 
COMMERCE 
BANK & TRUST 
CO. elected Gale 
F. Johnston | as 
president at the 
annual meeting 
January 15, while 
W. Linn Heming- 
way, who now 
holds that posi- 
tion, becomes 
chairman of the 
board. Mr. John- 
ston resigned as 
second vice pres 
ident of the Met- 
ropolitan Life In- 
surance Company 
(N. Y.). He has 
also served as a 
director on the 
advisory board of 
the Chemical 
Bank & Trust 
Co. in New York. 
Mr. Hemingway 
has been presi- 
dent of the Mer- 
cantile-Commerce 
Bank & Trust Co. 
for 13 years, and 
in 1942 was pres- 
ident of the Amer- 
ican Bankers As- 
sociation. 


W. L. HEMINGWAY 


GALE F. JOHNSTON 


St. Louis—Leslie C. Post has resigned as 
vice president of the ST. LOUIS UNION 
TRUST CO., after 44 years of service super- 
vising the management of more estates than 
any other banker in Missouri, ranging in value 
from a few hundred to over $50 million. He is 
a former president of the Corporate Fiduciar- 
ies Association og St. Louis. 


NEW JERSEY 


Montclair—Albert M. Stanton, Jr., has been 
elected executive vice president of MONT- 
CLAIR TRUST CO. He was formerly vice 
president and secretary and has been a mem- 
ber of the board for two years. 


NEW YORK 


New York—Elections at BANKERS TRUST 
CO. are as follows: H. A. Watkins promoted 
from assistant vice president to vice president; 
J. V. Sauter to trust officer; F. A. Cochrane 
(trust officer) to assistant vice president; H. 
P. Gundersdorf, manager of the tax depart- 
ment, to assistant Vice president; G. C. Ben- 
nett, insurance manager, to assistant comp- 





troller; G. F. Valentine, assistant manager of 
the tax department, to assistant secretary; J. 
S. Biays elected assistant secretary; C. C. 
Lloyd, assistant secretary, to assistant trust 
officer. 


New York — At CENTRAL HANOVER 
BANK & TRUST CO., the following were 
elevated to assistant vice presidents in the 
trust department: Main Office: James B. Bost- 
wick, Charles W. Heister, Lester E. Lamb and 
Hollis B. Pease (who is also in charge of 
common trust funds); 42nd St: Charles F. 
Mapes; Plaza office: Cornelius C. Rose. 


New York—H. 
Donald Campbell, 
who has been ac- 
tive in the New 
York banking 
community for 
the past thirty 
years, is retiring 
as vice chairman 
of the CHASE 
NATIONAL 
BANK under the 
bank’s retirement 
plan after the an- 
ntal meeting of 
shareholders on 
January 28, 1947. 
Mr. Campbell will 
continue, however, as a director of the bank 
and as a member of the executive committee, 
and will serve as chairman of the trust com- 
mittee of the board. Mr. Campbell served as 
president of the bank from 1934 until last 
April. 


New York—CITY BANK FARMERS TRUST 
Co. (see photo on page 93). 


H. DONALD CAMPBELL 


New York — At the annual meeting of 
GUARANTY TRUST CO., J. Luther Cleveland, 
formerly president, was elected chairman of 
the board, and William L. Kleitz, formerly 
vice president, was elected president. Mr. 





EUGENE W. STETSON 


WILLIAM L. KLIETZ 
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Cleveland succeeds Eugene W. Stetson, who 
retires after 30 years of service but continues 
as a director and member of the executive com- 
mittee. W. Palen Conway continues as chair- 
man of the executive committee, Mr. Cleveland, 
associated with the Guaranty since 1923, was 
appointed a vice president in 1928 and has 
served as president for the last three years. 
Mr. Kleitz, who joined the Guaranty in 1919, 
has been vice president since 1928. 


The board of directors also made the follow- 
ing official appointments: vice president and 
comptroller, William Widmayer; vice presi- 
dents, Harry J. Carpenter, Heroy. M. Dyck- 
man, Francis P. Ford, Robert W. Morey, Sam- 
uel D. Post, Parker Wilson. 


Second vice presidents, Gerard M: Ives, W. 
Howard Miller, H. Livingston Schwartz, Harry 
M. Wilson. 


Assistant treasurers, Charles F. Bound, John 
R. Dougherty, John S. Knott, J. Arthur Mc- 
Kaig, Corwin S. Scott, Stevenson E. Ward, Jr.; 
assistant trust officer, Richard M. Wilcox; 
manager, 
viner, Jr. 


New York—IRVING TRUST CO. elected 
four new vice presidents: Raymond B. Beach, 
Charles G. Gambrell, Hugh M. Marsh, Jr., and 
William E. Petersen, all formerly assistant 
vice presidents. Arthur G. Boardman, Jr. and 
Michael W. O’Brien were promoted to assistant 
vice presidents. 


New York — MANUFACTURERS TRUST 
CO. promoted the following from assistant 
secretaries to assistant vice presidents: John 
C. Boehm, advertising department; Leonard 
D. Draper, Jr., investment analysis division; 
Joseph C. McNally, business development. 


New York—NEW YORK TRUST CO. pro- 
moted Henry J. Gertcher, Jr. from assistant 
secretary to assistant vice president in the 
personal trust division; Alfred Hayes from 
assistant secretary to assistant vice president 
in the investment division. 


publicity department, Samuel Cul- 


J. LUTHER CLEVELAND 





WILLIAMSON PELL 


BENJAMIN STRONG 
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AUGUSTUS J. MARTIN 





New York—Williamson Pell, nresident of 
UNITED STATES TRUST COMPANY since 
1938, has been elected chairman of the board, 
and has been succeeded as president by Benja- 
min Strong, formerly first vice president. The 
post of chairman of the board had been vacant 
since 1942. Mr. Pell, a graduate of Princeton 
University and New York Law School, joined 
the trust company as assistant secretary in 
1912. He became vice president in 1920, a 
trustee in 1925 and served as first vice pres- 
ident from 1927 until 1938. 

Mr. Strong, who attended Princeton until 
entering the U. S. Army to serve as First 
Lieutenant in the Motor Transport Corps, 
A.E.F., in 1917-19, becomes the seventh pres- 
ident of U. S. Trust since its incorporation 
April 12, 1853. He became associated with the 
company as vice president in 1933, after 
serving with the National Bank of Commerce 
in New York City, the banking house of J. 
Henry Schroder & Co. in London, International 
Acceptance Bank, Inc., and the Bank of the 
Manhattan Company. He became first vice 
president in 1938. 

Mr. Pell and Mr. Strong are directors and 
trustees of a number of leading companies and 
public institutions. 


Complete 
Trust 
Service 
throughout 
Virginia 


NATIONAL BANK 
OF COMMERCE 


Norfolk, Virginia 


Other elections 
announced were: 
Augustus J. Mar- 
tin advanced from 
assistant vice 
president to vice 
president; Henry 
G. Diefenbach 
from assistant 
vice president to 
comptroller; 
Frederick N. 
Goodrich and Wil- 
liam A. W. Stew- 
art, Jr., from as- 
sistant secretar- 
ies to assistant 
vice presidents; 

and George P. Jochum appointed auditor. 


HENRY G. DIEFENBACH 


OHIO 


Cleveland—President L. L. Gelbach, CEN- 
TRAL NATIONAL BANK, announced that 
“We believe broad research and general indus- 
trial knowledge have application to all specific 
banking problems” and therefore appointed 
Russell H. Metzner, vice president, to head 
a newly formed research department. Mr. 
Metzner joined the bank in 1930, and for a 
long time has headed security analysis work 
for the trust department. A _ graduate of 
Lehigh University and Harvard Graduate 
School of Business Administration, Mr. Metz- 
ner is vice president of the Harvard Business 
School Club and a member of the American 
Statistical Association and the New York 
Society of Security Analysts. 


PENNSYLVANIA 


Philadelphia—FIDELITY-PHILADELPHIA 
TRUST CO. elected: trust investment offi- 
cers: F..H. Belfield and L. W. Hall; assistant 
trust investment officers: M. H. Carr, F. C 
Elkins and John G, Parsons, Jr.; promoted 





Henry D. M. Sherrerd and Maurice D. Hart- 
man from trust officers to vice presidents; and 
Clarence A. Hutton from assistant secretary 
to vice president. 


Pittsburgh—J. O. Miller retired as vice 
chairman of the board, PEOPLES FIRST NA- 
TIONAL BANK & TRUST CO., terminating 
a long and active banking career in Pitts- 
burgh. During the war, while Robert C. Downie, 
president, served as colonel with the Ordnance 
District, Mr. Miller was acting president of 
Peoples-Pittsburgh Trust Co., before it was 
consolidated with the First National in July, 
1946. S. H. Chelsted, until recently per- 
sonnel and publicity director of Peoples-Pitts- 
burgh, was elected vice president. 


SOUTH CAROLINA 


Charleston—CITIZENS & SOUTHERN NA- 
TIONAL BANK advanced Albert R. Simonds 
from assistant trust officer to assistant vice 
president and elected John A. Wallace assistant 
cashier. 

TENNESSEE 


Chattanooga—Philip A. Rubin has been pro- 
moted to assistant vice president at the AMER- 
ICAN TRUST & BANKING CO., while Walter 
Hoyle has been appointed an assistant trust 
officer. Mr. Hoyle served as clerk in the Circuit 
Court of Appeals for two years, and then prac- 
ticed law in Charlotte, N. C., and in Chat- 
tanooga. 
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Nashville—William W. McNeilly, former 
executive vice president of the NASHVILLE 
TRUST CO., was elected president to succeed 
the late Charles Nelson. 


VIRGINIA 


Charlottesville—C. W. Watts, one of Vir- 
ginia’s deans of banking, resigned as vice pres- 
ident and trust officer of the PEOPLES NA- 
TIONAL BANK and is succeeded by Homan 
W. Walsh, former partner of the legal firm 
of Walsh & Waddell in that city, and former 
president of Virginia State Bank. Mr. Watts 
was appointed chairman of the executive com- 
mittee and will be advisor to the banking de- 
partment. 

Danville—Miles Poindexter, III, has been 
elected assistant trust officer at the AMER- 
ICAN NATIONAL BANK & TRUST CO. 


Richmond—VIRGINIA TRUST CO. elected 
the following trust officers: William J. Mc- 
Dowell (also counsel), Oscar Upshur and 


Edward H. Bryson; assistant secretary: S. S. 
Broaddus; F. A. Waddell, assistant trust offi- 
cer; and W. P. Harper, mortgage loan officer. 


A trust which ran for 67 years was term- 
inated recently following the death of a Miss 
Mary M. O’Harra. It was one of the oldest 
trusts on the books of the Fidelity-Philadelphia 
Trust Co. 





Lindsay Bradford, President of City Bank Farmers Trust Company at left, and W. 
Randolph Burgess, Vice Chairman of The National City Bank of New York at right, 
congratulating newly promoted officers of the Trust Company. Left to right: Mr. 
Bradford; Howard B. MacAdams, Asst. Trust Officer; James W. Carmelich, Asst. 
Secretary; Herbert Lloyd, Asst. Trust Officer; Fred W. Ohmes, Trust Officer; Leonard 
Barrett-Smith, Asst. Trust Officer; John Rulon-Miller, Asst. Trust Officer; Foster 
B. Cooper, Asst. Secretary (rear); Harold V. McGowan, Trust Officer; John F. Fitz- 
gerald, Trust Officer (rear); James McLean, Vice President; John H. Kohler, Asst. 
Vice President; Paul L. Brandes, Asst. Trust Officer; Mr. Burgess. 
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TRUST ASSETS AND GROSS EARNINGS RISE 


IZEABLE gains in the volume of trvst 
S assets administered and in gross trust 
earnings for national banks in 1945 are re- 
vealed in the recently released annual re- 
port by Comptroller of the Currency Pres- 
ton Delano. As of the year-end 1,504 nation- 
al banks were handling individual trust 
funds aggregating $15,764,829,270, as com- 
pared with $14,299,009,908 for 1,503 banks 
on December 31, 1944. The number of indi- 
vidual trust accounts rose from 146,090 to 
153,833. 

Trust department gross earnings in- 
creased from $37,390,000 in 1944, to $40,- 
761,000 in 1945, with the average per de- 
partment up from $26,312 to $28,504. 

The average volume of assets in each in- 
dividual trust rose from $97,878 to $102,- 
480. 

For the first time in several years, the 
number of corporate trusts being adminis- 
tered dropped—20,632 as against 18,507. 
The dollar volume again declined, from $8,- 
674,383,585 to $8,195,130,626. 


The breakdown of investments revealed 
a continued increase in the proportion of 
bonds—64.47% to 67.18%—while the per- 
centage invested in stocks dropped from 
25.25% to 23.46%. 


State Bank and Canadian Trust Funds 


TATISTICS on trust funds adminis- 

tered by state institutions as distin- 
guished from national banks, are incom- 
plete inasmuch as only a handful of state 
banking departments publish these figures. 
The known funds aggregated $8,831,684,- 
547, as of various dates between June 30, 
1945, and October 31, 1946. 


Projecting the ratio in known states and 
National banks, we estimate that institu- 
tions in the other states are administering 
some $20 billion or more of trust funds. 


Canadian trust companies, as of Decem- 
ber 31, 1944, held $2,932,708,530 under ad- 
ministration. 


Thus, the total of trust funds in all 
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Percentage Classification of Investments in Living and Court Trust Accounts Under 
Administration by the Active National Bank Trust Departments, Dec. 31, 1945 


Total in- 
vestments 


$233,710 
4,202,869 
52,851,384 
280,133,812 
777,853,143 
10,916,512,315 


12,031,787,233 


Miscella- 
neous 


4.51 


Real 
estate 


20.75 
8.91 
11.17 
8.74 
7.01 
3.48 


3.86 


Real estate 
mortgages 


12.39 
5.19 
7.29 
8.24 
7.36 
2.31 


2.80 


Trust investments classified according to capital 
of banks administering trusts 


with capital of $25,000 

with capital of $25,001 to $50,000 
with capital of $50,001 to $100,000 
with capital of $100,001 to $200,000 
with capital of $200,001 to $500,000 
with capital of $500,001 and over .... 


Stocks 


16.65 
20.29 
28.48 
31.14 
34.19 
22.48 
23.46 


Bonds 


Banks 
Banks 
Banks 
Banks 
Banks 
Banks 


.- 49.76 
.--- 49.06 
--- 46.81 
.- 69.18 
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United States and Canadian trust institu- 
tions is believed to be in the neighborhood 
of $50 billion. 


Trust Funds Administered by State Banks 


9/45 $ 584,814,762 
12/45 1,435,233,791 
6/46 24,403,874 
10/46 1,334,303,000 
6/45 15,062,271 

. 12/45 157,788,385 
. 6/46 1,240,568,468 
12/45 22,543,000 
12/45 3,993,825,709 
12/45 23,141,287 


Connecticut 
Illinois 

Maine ____. 
Massachusetts 
Nebraska . 
North Carolina 
Ohio _. 
Oregon 
Penneylvania 
Washington 


Total $8,831,684,547 


Australian Trust Business Grows 


RUST AND AGENCY FUNDS under ad- 

ministration by The Trustees Executors 
and Agency Co. Limited of Melbourne, Aus- 
tralia, aggregated £36,555,112 as of last June 
30, according to the company’s annual report. 
Net profit for the year, in which the institu- 
tion’s business continued to expand, was 
£11,850. 

The Executor Trustee and Agency Co. of 
South Australia Limited reported total assets 
of £14,179,583 as of the same date. New bus- 
iness for the year amounted to £1,429,175, 
while net profit was £11,564. 


Florida Trust Earnings 


Gross TRUST DEPARTMENT EARNINGS of Flor- 
ida state banks and trust companies amounted 
to $146,122 in the fiscal year ended June 29, 
1946, according to the annual report of the 
Banking Department Comptroller’s Office. 
This represented 1.48% of total earnings from 
all sources, including, however, those of insti- 
tutions without trust departments. 


OPPORTUNITY! 


We are a reputable principal 


READY tc PAY CASH 


For quick purchase on : 

INDUSTRIAL PLANTS—Mfg. Divs. or Units | = 
(assets or capital stock) | : 

For Immediate Action in the Strictest Confidence 

ADDRESS: 

Box 1242, 147 W. 42 St.. New York 18, N. Y. 

Personnel will be retained wherever possible. 
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History of Trust Business 


HISTORY of Trust Business in the 
United States is expected to be published 
by the Trust Research Department of the 
A.B.A. Graduate School of Banking sometime 
around 1950. Aid in collection of material is 
being sought from state committees, eight of 
which have already been appointed by local 
associations. These are, with their respective 
chairmen: 
COLORADO: H. E. Parks, Denver National 
Bank 
ILLINOIS: Kirk Sutherland, secretary, IIli- 
nois Bankers Assn., Chicago 
MISSISSIPPI: Noel L. Mills, Deposit Guar- 
anty Bank & Trust Co., Jackson 
NEW JERSEY: W. Harry Bloor, Trenton 
Trust Co. 
OREGON: C. L. Minahan, 
National Bank, Portland 
SOUTH CAROLINA: J. G. Hopkins, 
ples National Bank, Greenville 
TEXAS: Charles W. Hamilton, 
Bank of Commerce, Houston 
VIRGINIA: Robert P. McConnell, American 
National Bank & Trust Co., Danville 


United States 
Peo- 


National 


“Insured” Trust Earnings 


GROSS EARNINGS of trust departments of in- 
sured commercial banks in the United States 
have shown a consistent growth, according to 
the recent report of the Federal Deposit In- 
surance Corporation. The report, which gives 
no indication of the number of trust depart- 
ments covered, disclosed the following earn- 
ings figures: 


BI Saute tbiiatcenceiguetasiinn 
See 


$ 78,190,000 
100,652,000 
104,710,000 
112,486,000 
120,317,000 


Antiques Appraised 


“from teacups to tapestries” 


Entire contents of homes, furniture to decorative 
accessories authentically valued at prevailing mar- 
ket levels. 

Collections of silver, porcelains, paintings, jewel- 
ry, hardstones, etc., expertly evaluated for tax and 
insurance purposes. 

Preliminary examination gratis. Bank references 


furnished. 
Alfred Rich & Sans 


PLaza 8-2656 
122 E. 57 St., N. Y. C. 


Members: American Society of 
. Technical Appraisers 





Trust Institution Briefs 


Birmingham, Ala.— BIRMINGHAM TRUST 
NATIONAL BANK (new name of the former 
3irmingham Trust & Savings Co.) was grant- 
ed trust powers under the Federal Reserve 
Act. (Reported last month in Bank Mergers.) 


Little Rock, Ark.—Inactive since the war, 
the Trust Committee, Arkansas Bankers Asso- 
ciation, reorganized following a meeting of 
trustmen with G. T. Stephenson, director of 
Trust Research of the Graduate School of 
Banking. Tentative date for the first meeting 
is scheduled for Hot Springs, January 28. 


Little Rock, Ark—W. B. WORTHEN CO. 
has changed its name to WORTHEN BANK & 
TRUST CO., to make the name more nearly 
comply with the character of its business, it 
was announced by James H. Penick, president. 


San Francisco, Cal.—Associated Trust Com- 
panies of Central California elected the fol- 
lowing officers: President, H. H. Knowlton 
(assistant trust officer at American Trust 
Co.); Vice President, Emil A. Andker (as- 
sistant trust officer at Bank of California, 
N.A.); Secretary-Treasurer, William Hogan 
(San Francisco Bank). 


Tampa, Fla.—John W. Bryan, vice pres- 
ident and trust officer of EXCHANGE NA- 
TIONAL BANK, was re-elected treasurer of 
the Tampa Community Chest. 


Chicago, Ill.—Following its annual custom 
established 14 years ago, CITY NATIONAL 
BANK & TRUST CO.’s entire bank staff 
participated in a dance and Christmas party 
on December 23, while carols were sung by the 
male chorus of the bank and an organ recital 
given by one of Chicago’s prominent organists 
on the 23rd and 24th. 


Boston, Mass. — NATIONAL SHAWMUT 
BANK opened the only airport bank in New 
England on December 30th, at Logan Inter- 
national Airport, East Boston, located in the 
new terminal building. Ralph King is man- 
ager. 

New York, N. Y.—Henry C. Brunie, pres- 
ident and chairman of the board of the 
EMPIRE TRUST CO., was elected president 
of the Greater New York Fund, succeeding 
Arthur A. Ballantine. 


New York, N. Y.—Harvey D. Gibson was 
honored by directors and administrative offi- 
cers of MANUFACTURERS TRUST CO. at 
a reception to celebrate the anniversary of 
thirty years as a bank president in New York 
‘ity, held at the Metropolitan Club on Decem- 
er 20. He was presented with a silver service 
ray as a token of esteem. 


Utica, N. Y—ONEIDA NATIONAL BANK 
TRUST CO. announced an 11% annual in- 
ease in salaries and a profit-sharing plan 
' employees. Under the plan there will be 
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Wiggins Undersecretary of Treasury 


- A. L. M. Wig- 
gins, president of 
the Bank of 
Hartsville, S. C., 
and former pres- 
ident of the 
American Bank- 
ers Association, 
was named by 
President 
Truman to be 
U ndersecretary 
of the Treasury 
to succeed O. Max 
Gardner, who re- 
signed to accept 
appointment 

A, L. M. WIGGINS as Ambassador to 

Great Britain. Mr. Wiggins is expected to 
maintain his connection with the Executive 
Council of the American Bankers Association. 


disability, retirement and severance benefits, 
at earlier retirement age than the usual 65 
in the event of disability. 


Akron, Ohio — FIRST-CENTRAL TRUST 
CO. will become the FIRST NATIONAL 
BANK OF AKRON, upon approval of stock- 
holders. It becomes, therefore, the only national 
bank in that city, having received approval 
from the Comptroller of the Currency. 


Cleveland, Ohio—NATIONAL CITY BANK 
paid a year-end bonus amounting to one-half 
of one month’s salary to all employees on 
payroll prior to January 1, 1946, and one- 
quarter of one month’s salary to those em- 
ployed between January 1 and October 31, 
1946. All veterans previously employed re- 
ceived one-half of one month’s pay. 





- 


Modern-designed Industrial Branch recently opened by the 

Seattle-First National Bank, keynote of which is the alum- 

inum and glass foyer punctuated with prism lighting fix- 

tures. Parking space is provided on both sides of the bank 
with a connecting driveway at the rear. 
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Portland, Ore—FIRST NATIONAL BANK 
has come to the rescue of Toive Koski, teller 
in the bank’s Astoria branch and father of 
triplet girls born there. A trust fund has been 
set up for the children, and other financial 
arrangements to aid the parents have been 
completed by E. B. MacNaughton, president, 
in Portland. 


Philadelphia, Pa.—Wilfred W. Delamater, 
assistant treasurer of the LAND TITLE 
BANK & TRUST CO., was elected president 
of the Executives Association of Philadelphia. 


Reading, Pa.—Berks Title Insurance Co., a 
wholly-owned subsidiary of BERKS COUNTY 
TRUST CO. received authorization from the 
state to begin operations January 2. Berks 
Title acquired all assets of the title depart- 
ment of the trust company. Sidney D. Kline 
is president of both. 


Athens, Tenn.—Trust powers were granted 
to the FIRST NATIONAL BANK under the 
Federal Reserve Act, December 18, 1946. 


Dallas, Texas—LIBERTY STATE BANK 
changed its name to NATIONAL CITY BANK 
OF DALLAS and received a new charter, 
December 30. 


“THREE EMPLOYEE BENEFIT PLANS” is the 
title of a booklet recently issued by Northern 
Trust Company of Chicago as one of a 
series to acquaint its officers and employees 
(old as well as new) with the company’s 
policies and benefit plans. The plans include 
a pension trust (established in 1913), hos- 
pitalization and group life insurance. A new 
schedule of surgical benefit rates and extended 
coverage for children up to 24 years of age, 
became effective December 1, 1946. 
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In Memoriam 


STEPHEN BAKER, honorary chairman of 
the Bank of The Manhattan Co., N. Y., who 
started his business career as a “general 
handy boy” at no salary, in 1870’s. He served 
as president of the bank for 34 years, the 
longest term in its history for that office. 

FRANK S. LIEBERMANN, assistant secre- 
tary and trust officer of the Security Bank & 
Trust Co., Vincennes, Ind. 

MARIO PERERA, retired vice president of 
City Bank Farmers Trust Co. of New York. 

CHARLES W. ROSS, president, Merchants 
National Bank of Aurora, III. 

ETHEL R. BURNS, assistant trust officer, 
Traverse State Bank, Traverse City, Mich. 

Judge CLIFFORD A. BALDWIN, vice pres- 
ident in charge of the trust department, Cam- 
den (N. J.) Trust Co. 

MILTON TOOTLE, JR., president of the 
Tootle-Lacy National Bank of St. Joseph, Mo., 
for half a century. 


Banking School Success 


THE PHENOMENAL SUCCESS of the School of 
Banking at the University of Wisconsin last 
summer was recognized by the University au- 
thorities who approved the proposal to give 
the School the choice summer period in 1947 of 
the first two weeks in June. This was an- 
nounced by Harry C. Hausman, Chairman of 
the Board of Trustees of the School. Accom- 
modations for over 300 students will be pro- 
vided and registrations are already being re- 
ceived for the Freshman Year beginning with 
next summer’s session. 


Photomural installed in Lancaster County (Pa.) National Bank 
by Kaufmann & Fabry Co., Chicago 





ESTATE TAX APPORTIONMENT 


Application to Specific Questions —- Uniform Statute Proposed 


EDWARD N. POLISHER* 


RIOR to the enactment of estate tax 
-. apportionment statutes, the burden of 
such taxes fell upon the residuary estate 
unless the testator provided otherwise. The 
amount of the tax was often substantially 
increased by the value of property includ- 
ible in the gross estate even though such 
property never came into the executors’ 
possession for administration purposes. 
Nevertheless, the residuary estate had to 
bear the full burden of the tax charges. 


Common illustrations of such property 
are proceeds of life insurance policies pay- 
able to named beneficiaries, property joint- 
ly held with right of survivorship and prop- 
erty over which the decedent exercised a 
taxable power of appointment. This pro- 
duced some inequitable results in view of 
the fact that the residuary estate is usually 
intended for the enjoyment of beneficiaries 
who are “the widows, children, or nearer 
and more dependent relatives” of the tes- 
tator for whom he desired the greatest 
benefit and protection from his estate.! 

Thus, because of their obligation to ab- 
sorb the tax burden, a gross injustice was 
often perpetrated upon those for whom the 
testator naturally wished to provide the 
maximum measure of security after his 
death.? 


*Mr. Polisher is a member of the Philadelphia Bar; 
Author, Estate Planning and Estate Tax Saving; Special 
Lecturer on Estate, Gift and Inheritance Taxes, Dickinson 
Law School; and a coniributcr to periodicals devoted to 
the problems of Federal taxation. He has prepared this 
article at our invitation. 

The author acknowledges the research assistance of 
Joanne Hirsch, of the Pennsylvania Bar. 


‘See report of Decedent Estate Commission of New York, 
McKinney’s Decedent Estate Law, Section 124. 


*Edward N. Polisher, “‘Proration of Federal Estate Tax 
Among Life Insurance Beneficiaries,”” Dickinson Law Re- 
view, October 1945. 


The Federal estate tax statute has sought 
in recent years to alleviate this situation 
by providing for equitable apportionment 
in certain specific cases. The Internal Reve- 
nue Code, Sec. 826(c)(e), now provides 
that, unless the decedent has provided oth- 
erwise in his will, life insurance benefi- 
ciaries and recipients of property over 
which the decedent had a power of appoint- 
ment shall bear such portion of the estate 
tax as the value of the property received 
by them bears to the net estate of the dece- 
dent and the amount of the exemption al- 
lowed in computing the net estate for Fed- 
eral estate tax. 


State Action 


ROM its inception, the general problem 

of equitable apportionment has been 
left to the individual states, whose province 
it was considered to be. Riggs v. del Drago, 
317 U.S. 95 (1942). New York was the first 
state to enact (in 1930) a statute* for the 
proration of Federal estate and State in- 
heritance taxes among the distributees of 
an estate. 

Following the lead of New York, eleven 
states have thus far passed substantially 
similar statutes: Arkansas, California, 
Connecticut, Maine, Maryland, Massachu- 
setts, New Hampshire, Pennsylvania, 
Rhode Island, Tennessee and Virginia.* 
Florida also has a somewhat ambiguous 
law providing for reimbursement from oth- 
er legatees to one other than the executor 
who has paid more than his proportionate 
share of the estate taxes. 


*Held constitutional by the Supreme Court of the United 
States in Riggs v. del Drago, supra. 

4See Prentice-Hall, Wills, Estates and Trust Service, 
paragraph 2667, for texts. . 
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These twelve statutes* provide in gener- 
al that, in the absence of testamentary di- 
rection to the contrary, where the fiduciary 
has paid or may be required to pay estate 
taxes, the burden of the tax is to be equit- 
ably prorated among the distributees of the 
property required to be included for tax pur- 
poses in the estate of the decedent; in other 
vords, among the persons designated in the 
statute as “interested in the estate’. The 
proration is to be made in the proportion- 
ate amount that the interest of each bears 
to the value of the net estate, with various 
excepting clauses. 


The gist of the excepting clauses is to 
exclude from liability for equitable appor- 
tionment of the tax those persons given a 
so-called temporary interest in the estate 
of the decedent: that is, an interest in in- 
come, or an estate for years or for life, in 
any property or fund required to be in- 
cluded in the gross estate of the decedent, 
whether the interest was created inter 
vivos or by will. However, the statutes of 
Arkansas and Maryland do not contain such 
a clause. Where a part of the estate comes 
within the scope of the excepting clause, 
the proportionate share of the taxes allo- 
cable to that part is to be borne by the cor- 
pus of the property or fund without appor- 
tionment between remainders and tem- 
porary estates. Although this is termed an 
exception to the apportionment provision, 
the actual result is apportionment. The pay- 
ment of the tax from the remainder not 
only reduces the interest to be received 
eventually by the remainderman but also 
proportionately diminishes the value of the 
temporary interest. 


Questions Settled 


A is to be expected, the New York stat- 


ute has been most frequently con- 


*Citations of State Apportionment Statutes: 

Arkansas: L. 1943, Act. 99. - 

California: 1941 Probate Code, § 970-977. 

Connecticut: 1945 Supplement to Connecticut General 
Statutes, Ch. 77, § 314h-322h. 

Maine: R.S., Ch. 142, § 39-A - 39-E. 

Maryland: Annotated Cede of Maryland, Art. 81, § 126. 

Massachusetts: Annotated Laws of Massachucetts, Ch. 
65A, § 5. 

New Hampshire: Revised Laws of New Hampshire, Ch. 
88-A. 

New York: Decedent Estate Law, § 124. 

Pennsylvania: 20 P. S., § 844. 

Rhode Island: General Laws of 1938, Ch. 43, § 33. 

Williams Cede Annotated, § 


Tennessee : Tennessee 


8350.7. 
Virginia: Code of Virginia, § 5440(b). 
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strued by the courts, and an examination 
of the New York cases shows many of the 
issues which have arisen. We shall not dis- 
cuss the cases dealing with the adequacy 
of the testator’s directions which would 
take the particular estate out of the opera- 
tion of the statute, as that is a question of 
draftsmanship depending on the language 
of the individual will: Jn re Halle’s Will, 
61 N.Y.S. 2nd 694 (1946). Suffice it to 
say that the direction against apportion- 
ment must be a clear one. Jn ve Mills’ Es- 
tate, 64 N.Y.S. 2d 105 (1946); Harvey Es- 
tate, 353 Pa. 53 (1944). Nor shall we go 
into the effect of the exercise of a power 
of appointment, since that is essentially a 
question of the inclusion of property in the 
estate of the testator for tax purposes: J” 
re Vanderbilt’s Estate, 39 N.Y.S. 2d 941, 
aff’'d 56 N.Y.S. 2d 395 (1944); In re Dur- 
yea’s Estate, 14 N.E. 2d 369 (N.Y., 1938). 


Many adjudicated questions need be men- 
tioned only in passing to illustrate some 
typical problems which may arise under an 
apportionment statute. The allocation will 
not be made piecemeal: Jn re Kaufman's 
Estate, 10 N.Y.S. 2d 616 (1939); nor has 
a court power to apportion other than by 
the uniform percentage prescribed by the 
statute: In re Mollenhauer’s Will, 13 N.Y.S. 
2d 619 (1939). The court cannot pass on 
the exclusion or inclusion of property in the 
gross estate of the decedent: In re Kauf- 
man’s Estate, supra. The federal tax will 
be prorated on the value of the estate as 
determined by the federal authorities, and 
the state tax on the valuation placed there- 
on by the state authorities: In re Tierney’s 
Estate, 28 N.Y.S. 2d 351 (1941). 


Gift tax credits are to be deducted from 
the total amount of the federal estate tax 
and not apportioned solely to the donees 
of such transfers: In re Blumenthal’s Will, 
56 N.E. 2d 588 (New York, 1944); the 
same result has been reached by the Su- 
preme Court of Pennsylvania in Mellon Es- 
tate, 347 Pa. 520 (1943). However, the 
United States Circuit Court of Appeals 
has held that the New York law did not ap- 
ply to taxes resulting from an amount paid 
under a compromise: Thompson's Estate v. 
Comm. 123 F(2d) 816 (1941). 


Persons Liable 


rWVHE New York statute has been heid 
applicable to the devisee of real estate 
located outside of the state, the devisee be- 








ing a “person interested in the estate” 
within the statutory definition even though 
the property did not come into the posses- 
sion of the executor: In re Adams’ Estate, 
37 N.Y.S. 2d 587 (1940); to a non-resident 
devisee where the property passed under 
New York law: In re Cronise’s Estate, 6 
N.Y.S. 2d 392 (1937); and to property 
transferred under the exercise of a power 
of appointment by the testator although the 
property was outside of the state: In re 
Vanderbilt's Estate, supra. The soundness 
of the result reached in the Adams case 
has been questioned.® However, the appor- 
tionment was not enforced against non-res- 
ident executors of deceased donees whose 
gifts were required to be included in the 
estate of the donor where they had been 
served merely by publication, the proceed- 
ing being one in personam: In re Hege- 
man’s Will, 62 N.Y.S. 2d 337 (1946). 

A creditor, however, is not such a “person 
interested in the estate” and is not liable 
for any of the estate taxes levied against 
the estate: In re Oppenheimer’s Estate, 2 
N.Y.S. 2d 786 (1938). A wife in whose 


Schiaroli, ‘“‘Apporticnment of Federal and State Estate 
Taxes in Connecticut,” Tar:s, Nov. 1946, 1086 at 1092. 


101 


favor her husband had established an inter 
vivos trust under a separation agreement 
was held to come within this rule: Jn re 
Brokaw’s Estate, 41 N.Y.S. 2d 57, aff’d 59 
N.E. 2d 243 (1944); as was also an annui- 
tant who had been paid money in satisfac- 
tion of her claim: In re Strebeigh’s Estate, 
27 N.Y.S. 2d 569 (1941). And, where a 
child received an advancement, his share of 
the estate taxes was proportionately re- 
duced even though the father intended to 
treat all of the children equally, where the 
amount of the advancement was not a part 
of the testator’s estate: In re McManamy’s 
Estate, 15 N.Y.S. 2d 270 (1939). 


The testamentary directions of a will as 
to the payment of taxes were followed even 
though the trust created therein failed and 
the beneficiaries received legal interests of 
the same duration as the beneficial: Jn re 
Laemmle’s Estate, 50 N.Y.S. 2d 899 (1944). 
But, where the testator directed the pay- 
ment of taxes out of his residuary estate, 
the statute has been held to apply: Jn re 
Halsted’s Estate, 20 N.Y.S. 2d 627, aff’d 
26 N.Y.S. 2d 310 (1941); cf. In re An- 
drade’s Estate, 31 N.Y.S. 2d 25 (1941). 


Complete Appraisal Service 


and Liquidation of 
Furniture and Objet d’ art 


We will purchase outright complete estates or individual items: 


Antique Period Furniture, Porcelains, Georgian; Early American 
and Modern Silver; Paintings, Bronzes, Jades, Old Firearms, Gold 
Objects, Ivories, Decorative Accessories. 


We have seven trained appraisers fully acquainted with constantly 
changing values and each a specialist in their own field of 


Furniture and Objet d’ art. 


FLORIAN PAPP, INC. 


Established 1900 
516 Madison Avenue 
New York 22, N. Y. 


JAMES GRAHAM & SONS, INC. 


Established 1857 
514 Madison Avenue 
New York 22, N. Y. 





Retroactivity 


HE statute operates with respect to a 

decedent dying after its enactment, re- 
gardless of the date of execution of the 
will: In re Staheli’s Will, 57 N.Y.S. 2d 185 
(1945) ; or a deed of trust where the prop- 
erty was required to be included in the es- 
tate of the testator for tax purposes: In re 
Ryle’s Estate, 10 N.Y.S. 2d 597 (1939). 
See Merchants Nat. Bank v. Merchants 
Nat. Bank, 62 N.E. 2d 831 (Mass. 1945), 
where the Massachusetts statute was held 
to apply to taxes paid subsequent to its 
passage on the estate of a decedent who had 
died prior to its enactment; and Jeffery’s 
Estate, 333 Pa. 15 (1939), where the dis- 
tribution of the estate had not been com- 
pleted prior to the passage of the Pennsyl- 
vania statute. Cf. Elliott’s Estate, 58 Mont- 
gomery Co. L.R. 114 (Pa., 1942) holding 
that where the property of the decedent 
had been completely distributed prior to 
the effective date of the statute, there could 
be no proration of taxes against a distribu- 
tee. 

With one possible exception, Connecticut, 
none of the statutes is retroactive: The 
Connecticut statute is “applicable to es- 
tates of persons dying on and after a date 
one year prior” to its effective date. Al- 
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though no cases have been litigated as yet 
under this provision, it should be construed 
to apply only to estates which were still 
being administered at the time of its pas- 
sage, a result reached in Pennsylvania and 
Massachusetts without any statutory pro- 
vision. 


Life Insurance Installments 


“1 OME problems have arisen, however, 

which seem to render desirable amend- 
ments of the statutes. There is, for in- 
stance, the matter of life insurance pro- 
ceeds made payable under the installment 
options; how shall the executor collect his 
reimbursement for Federal estate tax? 
Shall the Court direct the insurance com- 
pany which holds the funds to deduct forth- 
with the total amount of the share of such 
tax applicable to the life insurance proceeds 
and pay it over to the executor who paid 
the tax? In such a case, what is to happen 
to the settlement agreement between the 
insured and the insurance company which 
stipulated for a certain number of pay- 
ments of fixed amounts over a stated pe- 
riod? Shall the amount of the respective 
payments be reduced, since the total pro- 
ceeds have been reduced by the payment of 
the estate tax? Or shall the amount of the 
payments remain constant but the number 
of such payments be diminished? 


The other alternative is to refuse to de- 
plete the insurance proceeds by an immedi- 
ate lump sum reimbursement to the execu- 
tor for the share of Federal estate tax due 
the estate and relegate him to the position 
of a “hat in hand” creditor who must await 
satisfaction of his just claim by attach- 
ment or sequestration of the stated install- 
ments receivable by the beneficiaries as 
and when they are paid to them. 


Suppose that at the time of the dece- 
dent’s death, the insurance proceeds were 
set up to pay a monthly income to the bene- 
ficiaries—usually the widow or members 
of the decedent’s immediate family. Should 
the monthly installments be attached by 
the executor to recover the pro rata share 
of Federal estate tax due from the benefi- 
ciaries, it would in many instances result 
in depriving the decedent’s dependents of 
their basic means of support from this in- 
tended source—at least for such period of 
time as the number of monthly install- 
ments required to satisfy the beneficiaries’ 
share of the Federal estate tax. This, at a 
time when the family is called upon to meet 





the difficult problems of readjustment. 
Moreover, the fact that the recovered sums 
are paid to the executor of the estate does 
not guarantee that they will be made avail- 
able for the benefit of the decedent’s fam- 
ily. His will may have disposed of his es- 
tate in favor of others in reliance upon the 
provisions made for the family through life 
insurance; or the estate may not have been 
solvent; or there may have been an abate- 
ment of legacies so that the recovered items 
would inure to the benefit of persons other 
than the decedent’s dependents. 


Conflicting Results 


EW YORK and Pennsylvania have 

reached opposite conclusions with re- 
spect to the proration of the Federal estate 
tax among life insurance beneficiaries 
where the proceeds were to be paid in in- 
stallments. Pennsylvania held that appor- 
tionment could not be enforced against the 
insurer: Moreland’s Estate, 351 Pa. 623 
(1945) ; whereas New York decided that it 
could: In re Scott’s Estate, 286 N.Y. Supp. 
138, aff’d 10 N.E. 2d 538, cert. den., North- 
western Mutual Life Ins. Co. v. Central 
Hanover Bank & Trust Co., 302 U.S. 721 
(1937). New Jersey has reached the same 
result as Pennsylvania on the ground that 
the insurer was a contractual debtor of the 
annuitant and not a transferee, trustee or 
beneficiary of funds passing under the will 
of the decedent: Commercial Trust Co. v. 
Thurber, 42 A. 2d 571, aff’d per curiam, 
45 A. 2d 672 (1946)°® Cf. In re Krauss, 55 
N.Y.S. 2d 702 (1945), where the insurer 
was held not to be liable to the executor 
under the rule in the Scott case when the 
entire amount of the proceeds had already 
been paid in the specified installments, the 
executor having failed to secure an order 
from the surrogate to have the proceeds 
paid to him instead of to the beneficiary as 
had been done in the Scott case. 

The Massachusetts, New Hampshire and 
Tennessee statutes have dealt with this 
problem to the extent of making such a 
beneficiary a person interested in the estate 
of the decedent but have made no provi- 
sion for collecting the tax from the pro- 
ceeds in the hand of the insurer before 
Such proceeds are turned over to the benefi- 
ciary. 

The problem is a knotty one because of 
conflicting policy considerations. If the 
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obligation to pay the tax is imposed on the 
insurer, it will impede the prompt payment 
of the proceeds to the beneficiary where 
the same are to be paid in a lump sum— 
not a socially desirable result. Where the 
proceeds are payable in stated installments 
pursuant to a settlement chosen by the in- 
sured in his lifetime, the payment of the 
tax out of the proceeds must necessarily 
disrupt the settlement. The effect is to im- 
pair the protection envisaged by the testa- 
tor for the beneficiaries during the very 
period in which it may be most needed. 

A possible solution to the dilemma is to 
include an option clause in the policy giv- 
ing the beneficiary the choice of having the 
tax paid at once by the insurer out of the 
proceeds, thereby changing either the 
amount of the stipulated installments to 
be paid or shortening the duration of the 
payments; or of receiving the stated in- 
stallments for the stipulated period of 
time and paying the tax himself. 


Interest and Charities 


HE question of apportionment of in- 
terest and penalties on estate taxes has 
also come up in New York and Pennsyl- 
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vania. Here, the same result was reached. 
Interest on the tax was held not to be a 
part of the tax, hence not subject to the 
apportionment statute requiring taxes to 
be paid out of the remainder and not the 
temporary estate, and was properly charge- 
able to income and not principal: In re 
Chambers’ Estate, 54 N.Y.S. 2d 88 (1945) ; 
Comm v. Pearson, 154 F. 2d 256 (CCA-3, 
1946). 


Another question which has been liti- 
gated in New York and Pennsylvania is 
the allocation of taxes against charitable 
remainders. To the extent that gifts to 
such charities are not included in the net 
estate of the decedent, no tax can be as- 
sessed against the charity: Harvey Estate, 
353 Pa. 53 (1944). See also: In re Dett- 
mer’s Will, 40 N.Y.S. 2d 99 (1943); In re 
Starr’s Estate, 282 N.Y. Supp. 957 (1935). 


Proposed Uniform Statute 


E venture to submit a proposed uni- 
form statute designed to take care 
of some of the outstanding substantive 
problems which have or may come up under 
statutes providing for the apportionment 
of Federal and State estate taxes. No at- 
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tempt is made to prescribe the procedure 
necessary to implement these provisions, 
this being a matter for the individual 
states. 


1. Whenever it appears upon any account- 
ing or in any appropriate action or proceeding 
that an executor, administrator, trustee or 
other person acting in a fiduciary capacity has 
paid or may be required to pay an estate tax 
levied or assessed under the provisions of any 
estate tax law of the United States heretofore 
or hereafter enacted, or under the provisions 
of any state or territory estate tax law here- 
tofore or hereafter enacted, upon or with re- 
spect to any property required to be included 
in the gross estate of a decedent under the 
provisions of any such law or laws, the 
amount of the tax so paid or payable except 
as otherwise directed or provided by the will, 
if any, of the decedent, shall be equitably ap- 
portioned and prorated among the persons 
interested in the estate, except as hereinafter 
provided. 


2. So far as is practicable, the tax shall 
be paid by the executor or administrator out 
of the estate before its final distribution unless 
the will of the decedent otherwise directs or 
provides, in which case adequate security 
shall be furnished by the distributee to the 
executor or administrator to the extent that 
the devise or bequest is subject to such tax. 


3. In all cases in which any property re- 
quired to be included in the gross estate of 
the decedent does not come into the possession 
of the executor or administrator, he shall be 
entitled and it shall be his duty, to recover 
from whomever is in possession or from the 
persons interested in the estate, the propor- 
tidnate amount of the tax payable by the per- 
sons interested in the estate with which such 
persons are chargeable under this statute, and 
payment to the executor or administrator may 
be ordered by the court. 


4. No executor, administrator or other per- 
son acting in a fiduciary capacity shall be re- 
quired to transfer, pay over or distribute any 
property or fund with respect to which a 
federal or state estate tax is imposed until the 
amount of such tax or taxes due from the 
devisee, legatee, heir-at-law, distributee or 
other person to whom such property is trans- 
ferred is paid, or, if the apportionment of tax 
has not been determined, until adequate secur- 
ity is furnished by the transferee for such 
payment. 


5. The proration shall be made by the 
court having jurisdiction over the estates of 
decedents in the proportion, as near as may 
be, that the value of the property, interest or 
benefit of each person interested in the estate 
bears to the total value of the property, inter- 
ests and benefits received by all such persons 
interested in the estate. 





6. Such proration shall not be made until 
after final determination by the appropriate 
taxing authorities of property required to be 
included in the gross estate of the decedent 
and of the value of such property. 


7. In making such proration, allowances 
shall be made for any exemptions granted by 
the act imposing the tax and for any deduc- 
tions allowed by such act for the purpose of 
arriving at the value of the net estate. 


8. Any person receiving property not re- 
quired to be included in the estate of the de- 
cedent for tax purposes shall not be liable for 
any taxes in so far as such property is tax 
exempt. 

9. Where in decedent’s will a trust is 
created or other provision made whereby any 
person is given an interest in income or an 
estate for years or for life or other temporary 
interest in any property or fund, the tax on 
both such temporary interest and the remain- 
der due thereafter shall be charged against 
and paid out of the corpus of such property 
or fund without apportionment between re- 
maindevs and temporary estates. 


10. Where proceeds of insurance policies 
required to be included in the estate of the 
decedent for tax purposes are payable to 
beneficiaries in stated installments, the pro- 
portionate share of the taxes for which such 
proceeds are liable shall be paid first to the 
executor or administrator by the insurer, 
with appropriate recomputation of future pay- 
ments as to amount or duration of payments 
to the beneficiaries at the option of the bene- 
ficiaries. 

11. Where a tax deficiency or penalty has 
been levied or assessed against the estate of 
the decedent, interest on such deficiency or 
penalty is to be charged against the person or 
persons holding a temporary interest in such 
estate. 


12. This statute shall not apply 

a. Where a testator otherwise directs in 
his will; 

b. When a fund or property transferred 
by written instrument inter vivos is required 
to be included in the decedent’s estate for tax 
purposes and in such written instrument exe- 
cuted inter vivos direction was given for ap- 
portionment within the fund or property of 
taxes assessed upon the specific fund or 
property dealt with in such inter vivos in- 
strument. 

13. “Persons interested in the estate” shall 
include all persons who may be entitled to re- 
ceive or who have received any property or 
interest required to be included in the estate 
of the decedent for purposes of taxation, or 
any benefit with respect to any such property 
or interest whether under a will or intestacy 
or by reason of any transfer, trust, estate, 
right, power and relinquishment of power, or 
otherwise, by the decedent, taxable under any 
of the aforementioned laws. 
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14. This statute shall apply in cases where 
a testator has directed or provided for the 
payment of such taxes out of his residuary 
estate and the residuary estate is insufficient 
to provide for the payment of such taxes, to 
the extent of the insufficiency. 

15. This statute shall apply to estates of 
persons dying subsequent to its enactment and 
to estates of persons dying prior to its enact- 
ment in which a final accounting has not yet 
been filed. 

16. This statute shall be cited as the Uni- 
form Estate Tax Apportionment Act. 
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Income Tax 


Individual returns proper where no ex- 
press trusts created. Donor made gifts of 
certain securities and cash to grandchildren 
over a period of years. In 1940 such stock 
was registered in the names of the parents 
of the beneficiaries, as trustees. Thereafter, 
to simplify future gift procedure, donor 
placed gifts in parents’ names as tenants in 
common, accompanying the same with a 
letter saying that the gifts were so regis- 
tered in order to obviate any difficulties in 
dealing with or disposing of the securities. 
Donor substantiated the fact that the gifts 
were intended for the grandchildren and 
that no trusts were intended. The Commis- 
sioner questioned the individual returns 
filed on behalf of the grandchildren, con- 
tending that the figures represented net 
income of the trusts which had been estab- 
lished. HELD: There was no evidence that 
express trusts were meant to be estab- 
lished. Nor did the registration of the se- 
curities in the names of the parents as ten- 
ants in common result in such express 
trusts. The returns were properly filed for 
the grandchildren in their individual ca- 
pacities. Miller v. Comm., 7 T.C. No. 146, 
Nov. 29, 1946. 


Income of alimony trust taxable to gran- 
tor prior to 1942 Act. Taxpayer established 
an alimony trust for his wife purporting to 
comprise a settlement of her property 
rights. The trust indenture, as amended, re- 
cited that settlor delivered $100,000 in se- 
curities to the trustees, to provide the wife 
$500 monthly from income and, to the ex- 
tent that income was deficient, from princi- 
pal. In a contemporaneous agreement, the 
trust indenture was cited, as was the fact 
that the husband and wife had separated 
and desired to effect a final settlement in 


and Practising Law Institute 


lieu of alimony payments. Provision for 
the minor children was excepted. The sub- 
sequently obtained divorce decree provided 
that: “. . . It appearing to the Court that 
all matters relative to alimony, custody 
and maintenance having been adjusted be- 
tween the parties, by an agreement in writ- 
ing exhibited to the Court, no decree is en- 
tered relative thereto.” In his returns for 
1935 to 1938 inclusive, the husband failed 
to include the income of the alimony trust. 
The Commissioner assessed deficiencies. 
Taxpayer contended he was completely dis- 
charged from his duty of support and, 
therefore, was not chargeable with the in- 
come. HELD: Income was taxable to the 
husband. Under local (Massachusetts) law, 
the Probate Court could subsequently enter- 
tain a petition by the divorced wife for ali- 
mony, to supplement the income received 
from the alimony trust. This possibility 
continued the husband’s obligation of sup- 
port, within the doctrine of Douglas v. 
Wilicutts. (Note: Under Section 120 of the 
1942 Revenue Act, not applicable here, ali- 
mony payments are included in the gross 
income of the recipient-spouse.) Young v. 
Hassett, U.S.D.C. Mass., Civil Action No. 
3674, Nov. 27, 1946. 


Trust income payments reportable by 
beneficiary where trustee has right to in- 
vade corpus. Taxpayer was a beneficiary 
under a testamentary trust which provided 
that the net income be paid to her, and in 
the event that the annual income did not 
aggregate $10,000 “the trustees shall have 
the right to apply the principal” to equal 
that sum. Commissioner determined that 
the $10,000 annually received by petitioner 
constituted reportable income to her for the 
years 1938 to 1941 inclusive. Petitioner ar- 
gued that the payments comprised an an- 
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nuity or bequest, within the meaning of 
Section 22(b)(3) of the Revenue Act of 
1938, and, therefore, were not reportable in- 
come. HELD: Where a testator intends 
that payments to a beneficiary shall be de- 
rived from the income of a testamentary 
trust, simultaneously granting discretion- 
ary power to the trustees to invade the 
corpus for such recipient’s benefit, the gift 
is one of accruing income and is includible 
as taxable income to the beneficiary. It is 
only where there exists a mandatory direc- 
tion to pay a fixed sum, in all events, that 
such payment can be construed as a bequest 
exempt from the income taxation under 
Section 22(b) (3). The words, “The Trus- 
tees shall have the right” to apply princi- 
pal are discretionary, rather than manda- 
tory. These words, construed in light of the 
other language, indicate that the sums paid 
to his widow were intended to be income. 
(Note: Under Sec. 111(a) of 1942 Revenue 
Act, not applicable here, annual payments 
are taxable to the extent that they are de- 
rived from income.) Curry v. Comm., 
C.C.A.-7th, Nov. 29, 1946. 


Income of irrevocable trust chargeable 
to beneficiaries where no economic gain to 
grantors. Taxpayers created a trust for 
their children, to which they transferred 
stock in two family corporations. Subse- 
quently, the corporations were dissolved 
and the assets transferred to the respec- 
tive shareholders under two limited part- 
nerships, having a general and managing 
partner, with the remaining stockholders 
being special partners. Tax was assessed 
against the grantors on the trust income 
paid to the children. HELD: The trusts 
were bona fide, valid and irrevocable. After 
their creation, the grantors were not the 
beneficial owners of the trust property. No 
part of the income or corpus was used for 
the support, maintenance or education of 
the children, nor for the personal benefit 
or economic gain of the grantors. The gen- 
eral manager’s only dealings with the trust 
were in his capacity as general partner. 
The Clifford rule does not apply. Thomas v. 
Feldman, C.C.A. 5th, Nov. 22, 1946. 


Income not taxable to grantor where no 
dispositive control retained. In 1934 and 
1935, taxpayer established trusts for his 
daughter which provided for grantor’s con- 
sent to sale of stock; right to vote stock, 
to approve investments by trustee, to sub- 
stitute trustees, and to limitedly postpone fi- 
nal distribution to the beneficiary. During 
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the taxable year, no trust income was ex- 
pended for beneficiary’s education. Taxpay- 
er did not vote the stock nor disapprove in- 
vestments. He merely signed formal con- 
sents to sale of stock. HELD: Grantor was 
not taxable on trust income for the taxable 
year concerned, since he did not retain any 
dispositive control either with respect to 
the income or the corpus of the trust. 
Blakeslee v. Comm., 7 T.C. No. 138, Nov. 
19, 1946. 


Estate Tax 


Trust includible in estate where right of 
enjoyment controllable by will. To encour- 
age his son to become active in his business, 
decedent gave him shares of stock of cor- 
poration of which he was president. In 1936 
decedent also created trusts for his wife 
and daughter, under which income was to 
be accumulated during decedent’s lifetime, 
and upon his death “to be added to, become 
a part of, and distributed under the terms 
of the Trustor’s will’. All the gifts were 
challenged as having been made in con- 
templation of death. HELD: Gifts to son 
were outright and in no sense could be 
construed as having been made in contem- 
plation of death. As to the transfers to the 
wife and daughter, however, their enjoy- 
ment of the trusts having been subject to 
being changed by decedent’s revising his 
will, the trusts are includible in his gross 
taxable estate at death. Estate of Cooper v. 
Comm., 7 T.C., No. 145, Nov. 29, 1946. 


Trustee’s power to invade principal for 
grantor makes property includible. Dece- 
dent contributed one-half of the corpus of 
a trust created by her and her three chil- 
dren in 1920. Decedent was to receive $200 
per month from net income, and in addition 
thereto, such sums as the trustee, in its 
absolute discretion, might determine to be 
necessary for her support and maintenance. 
Trustee was also empowered, in its abso- 
lute discretion, to use principal for needs 
and comforts of decedent, even to exhaus- 
tion. HELD: Transfer made by the dece- 
dent having been intended to take effect in 
possession or enjoyment at or after her 
death, one-half of the value of the princi- 
pal must be included in her gross taxable 
estate. (Note: If this trust had been creat- 
ed after March 3, 1931, reservation of in- 
come would automatically have rendered 
trust taxable in settlor’s estate). Estate of 
Coulter v. Comm», 7 T.C., No. 150, Dec. 5, 
1946. 
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Exercise of right to alter trust does not 
extinguish right. Decedent reserved power 
to change the beneficiaries designated to 
receive trust principal. Thereafter, in a 
“modification” of the indenture, she sub- 
stituted certain beneficiaries to take in the 
event of a certain contingency. HELD: At 
the time of her death, the decedent pos- 
sessed power to alter, amend or revoke the 
trust; the exercise of the power had not ex- 
hausted it. Therefore, under Section 811 
(d) (2) of the Code, the trust was includ- 
ible in her estate. Estate of Bingham v. 
Comm., 7 T.C. No. 152, Dec. 10, 1946. 


Possibility of reverter by operation of 
law does not justify inclusion. In creating a 
trust in 1930, decedent retained the income 
from the trust for life, but provided that 
the remainder be paid to his five children 
and their issue per stirpes. No provision 
was made with respect to the remainder in 
the event that decedent survived the desig- 
nated beneficiaries. HELD: Notwithstand- 
ing possibility of reverter to the grantor by 
operation of law if he survived all remain- 
dermen, the trust was not includible in his 
gross taxable estate. (Note: Trusts created 
after March 3, 1931, in which grantor re- 
tains life income, are taxable in grantor’s 
estate. Note also that other Federal courts 
have held contrary to the decision in this 
case; see Graham case below. Estate of 
Hughes, 7 T.C. No. 157, Dec. 16, 1946. 


Possibility of reverter by operation of 
law makes corpus includible. In 1936, dece- 
dent and wife created a trust with commun- 
ity property, consisting of $10,000 in 5% 
mortgage bonds and seven life insurance 
policies on decedent’s life, in the aggregate 
face amount of $90,000. Periodically there- 
after, settlors contributed additional secur- 
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ities from community property to the trust. 
The net income from the trust was to be 
used for paying premiums on the policies, 
and if this source was deficient, the sett- 
lors were to furnish additional sums as re- 
quired, or direct the trustee to resort to 
principal. Upon the insured’s death, the 
proceeds were to be paid to certain named 
and contingent beneficiaries. No reversion- 
ary interest was expressly retained, but a 
possibility of reverter in favor of the in- 
sured by operation of law existed. HELD: 
A possibility of reverter which arises by 
operation of law does not stand on any ba- 
sis different from that of an expressly re- 
tained reversionary interest. In either 
case, the corpus is includible in the dece- 
dent’s gross estate. Moreover, the trust 
was created in contemplation of death, a 
sufficient cause for inclusion. Thomas v. 
Estate of Graham, C.C.A. 5th, Dee. 12, 
1946. 


Right to terminate trust causes inclusion 
of corpus. Grantor designated himself as 
one of two trustees under a trust created 
in 1924. The indenture empowered the trus- 
tees to terminate the trust at any time, 
upon distribution of the principal to the in- 
come beneficiaries. At least once annually, 
the trustees were to divide the income into 
equal parts and “provisionally” assign one 
part to each beneficiary. The net income 
was distributable annually to the grantor’s 
children or, in the event of the death of a 
child, to his or her issue per stirpes. No 
beneficiary, however, was to have a vested 
right to receive income. Commissioner 
sought to include the full value of the trust 
in the grantor’s estate. HELD: Since no 
beneficiary possessed an absolute right to 
receive income, in light of the authority to 
terminate the trust at will, the trustees 
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controlled the disposition of both income 
and principal. Under these circumstances, 
the trust is taxable under Section 811(d) 
(2) of the Code. Comm. v. Newbold, C.C.A.- 
2d, Dec. 6, 1946. 


Where proceeds payable to estate at 
time of insured’s death, $40,000 exemption 
denied. The insured’s estate was originally 
named beneficiary under five policies; 
thereafter, insured’s sister and brother 
were thus designated under two of the poli- 
cies; subsequently, the insured’s estate was 
again set down as beneficiary. Then the pol- 
icies were assigned to a trust. Executors 
claimed the $40,000 life insurance exemp- 
tion prevailing under the law at the time of 
decedent’s death (pre-1942). HELD: The 
fact that two of the policies carried the 
names of insured’s sister and brother as 
beneficiaries for a period of time, did not 
entitle the estate to the $40,000 exemption. 
At the time of insured’s death, the proceeds 
were payable to his estate. Estate of David- 
son v. Comm., C.C.A. 10th, Dec. 9, 1946. 


Gift Tax 


Value of gift not reducible by amount of 
gift tax—accrued interest includible. Donor 
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created a trust to provide annuities for her 
children, with the excess income over sums 
required for annuities to be paid to her for 
life. The full remainder interest was to de- 
volve to the children at donor’s death. No 
gift tax having been paid, all interested 
parties consented to a direction to the trus- 
tee to have such tax paid from the corpus 
of the trust. HELD: In determining the 
value of the gift subject to tax, the amount 
of the tax itself cannot be deducted. With 
respect to bonds transferred, such interest 
as had accrued but not matured is to be 
included in the gift, since the trust inden- 
ture did not reserve the accrued interest 
for the benefit of the donor. Affelder v. 
Comm., 7 T.C. No. 141, Nov. 27, 1946. 


Employee’s Trusts 


Contributions by partnership for em- 
ployees of sub-partnership not deductible; 
reasonable contributions by sub-partner- 
ships deductible. The Forcum-James Con- 
struction Co., a partnership, owned a 50% 
interest in each of three other partnerships. 
The four companies created a pension trust 
in 1941. The construction company con- 
tributed $20,000 for the benefit of four 
participants, none of whom was either a 
partner or employee of that company. This 
contribution was based on services ren- 
dered by such participants to the sub-part- 
nerships. The remaining three partnerships 
made irrevocable contributions for the 
benefit of their respective employees. Under 
the terms of the trust, the cost of adminis- 
tration was to be paid out of the earnings. 
The deductions for the sums expended by 
the various partnerships were challenged. 
HELD: The construction company was 
not entitled to the $20,000 deduction, either 
as a business expense under Section 23 (a) 
(1), or as a pension trust contribution un- 
der Section 23(p), since it did not comprise 
either compensation for services rendered 
to it, or a contribution for its employees. 
The amounts contributed by the three sub- 
partnerships, however, having been irre- 
vocably paid, and upon being considered 
together with wages earned, constituting 
reasonable compensation for services ac- 
tually rendered in 1941, are deductible. 
Such sums would be deductible under these 
circumstances, under Section 23(a) (1) of 
the Code, without resorting to Section 23 
(p), or qualifying under Section 165. Hall 
v. Comm., 7 T.C. No. 147, Nov. 29, 1946. 
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Revenue Bureau Ruling and News 


Clifford regulations reappraised. Com- 
missioner of Internal Revenue Joseph D. 
Nunan, Jr., has announced that considera- 
tion is being given to the adoption of 
amendments to the regulations interpreting 
the Clifford and related decisions of the 
Supreme Court. In general, the amend- 
ments would be designed to permit greater 
flexibility in the administration of family 
trusts without adverse income tax conse- 
quences to persons creating them. The 
Commissioner stated that consideration is 
also being given to the question of making 
any such amendments apply to the year 
1946 as well as future years. 


Experience with the regulations during 
the past year indicates that, without de- 
parting from the basic principles of those 
decisions, it may be possible to revise cer- 
tain aspects of the regulations to extend to 
grantors more flexibility in the protection 
of the beneficiaries of bona fide family 
trusts without running the risk of liability 
for income tax on the trust income. 


Joint tenancy under Colorado law per- 
mits equal division of income, gains and 
losses. Colorado law recognizes joint tenan- 
cies between husbands and wives, both as 
to real and personal property where the in- 
strument creating such status conforms 
with the statute. Thus, for Federal income 
tax purposes, a conveyance by husband to 
wife of a joint interest in either real or 
personal property, creates a joint tenancy 
in the property and all income, as well as 
gains and losses which may result from a 
sale of the same, may be equally divided by 
the respective spouses. I.T. 3825, LR.B. 
1946-23-12441 (p. 3). 


Section 102 — Bureau policy. Question 
8 on Page 3 of Corporation Income Tax 
Form 1120, reads as follows: 


“8. If the total of Line 1 of Schedule 
M, page 4, is less than 70% of the earnings 
and profits for the taxable year, state rea- 
sons for retention of such earnings and 
profits. (See Instruction J)...” 
Under Instruction “J”, the surtax on im- 
properly accumulated surplus is pointed 
out. It is then emphasized that the “tax is 
not to be applied to the accumulations of 
earnings for the reasonable needs of the 
business, if the purpose of such accumula- 
tions is not to prevent the imposition of 
Surtax upon the shareholders”. 


lll 


In discussing the Section 102 question, 
Edward I. McLarney, Deputy Commission- 
er of Internal Revenue, recently publicly 
stated that the Bureau has no intention of 
arbitrarily departing from its long-estab- 
lished policy in the administration of Sec- 
tion 102, adding that it has no objection to 
an accumulation of profits by a corporation 
for the reasonable needs of the business. 
He stated that where it can be honestly 
shown that the capital and surplus on hand 
are required, the tax penalty will not be im- 
posed. In his address before the Tax Exec- 
utives Institute at Los Angeles in Novem- 
ber, the Deputy Commissioner further ad- 
vised : 

“Don’t be disturbed when you see this 
question — its only purpose is to make 
easy the presentation to the Bureau of 
appropriate evidence in cases where the 
answer is ‘yes,’ and thus avoid, if possible, 
the expense and inconvenience to both the 
taxpayer and the Bureau of further de- 
velopment of the subject. So if you answer 
‘yes,’ you should give the reasons why your 
corporation retained the profits instead of 
distributing them to its stockholders.” 
While Deputy Commissioner McLarney’s 

statement with respect to the Bureau’s 
policy appears to lighten the potential in- 
volvement likely to result from the re- 
sponses of corporations to the new Question 
8, Section 102, in actuality, presents a most 
serious problem. Many corporations are 
likely to find themselves confronted with 
the Section 102 penalty surtax, and much 
litigation will unquestionably be in the 
making for several years ahead. 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
their attorneys to serve as counsel 
in the settlement of Estates. 


The Plainfield Trust Company 
Plainfield, New Jersey 
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Decisions 


CHARITABLE TRusTs — Application of Cy 
Pres Doctrine Despite Direction to Use 
for “No Other Purpose” 


Wisconsin—Supreme Court 
Fairbanks v. City of Appleton, 24 N.W. 2d 893. 


Testator, who died in 1934, gave the residue 
of his estate to the City of Appleton in trust 
for the erection and maintenance in that city 
of an old people’s home, “where elderly people 
may go and live and enjoy the comforts of 
life at reasonable rates and for a reasonable 
compensation.” The bequest was given “on 
condition that the money used to create said 
trust fund shall be used for no other pur- 
poses.” The residue amounted to only $5,411, 
which was assigned to the city in the final de- 
cree and was invested and kept intact by the 
city and had increased to $10,466 by 1945. No 
home was erected but the city had had for 
many years a “City Home,” where old per- 
sons were quartered, most of them unable to 
pay anything. 


In 1945 the heirs of the testatrix brought 
suit to have the trust terminated and its 
assets turned over to them on the ground that 
the trust had failed. Section 231.11(7) Wis- 
consin Statutes provides that where the ful- 
fillment of the special purpose expressed in a 
trust for charitable purposes is or becomes 
impracticable or impossible, the court must 
ascertain the general purpose of the donor 
and carry it into effect in the nearest prac- 
ticable manner to the expressed purpose. 


HELD: Since it is impossible to erect and 
maintain an old people’s home with the amount 
of money left by the testatrix, the cy pres doc- 
trine embodied in the statute is applicable, 
and the city may properly apply the money 
toward the expense of maintaining the “City 
Home.” The provision in the will that the 
money “shall be used for no other purposes” 
than the erection and maintenance of a home 
does not prevent the application of the cy pres 
doctrine. 


The judgment should be modified, however, 
:0 that instead of permitting the use of the 
fund indiscriminately for the general main- 
enance of the home or for inmates who are 
ot of the class described in the will, the 
se will be restricted to the erection or main- 
enante, either separately or in conjunction 
‘ith the present “City Home,” of such facil- 
ties, services and conditions as are appropri- 
te and essential to make and maintain some 
art thereof as a home where elderly people 
1ay go and live for the purposes and under 
he conditions stated in the will. 


CHARITABLE TRUSTS — Validity of Perpet- 
ual Trust for General Charitable Pur- 
poses 


Texas—Supreme Court 
Boyd v. Frost National Bank, 196 S.W. (2d) 497. 


Testatrix devised practically her entire es- 
tate to a bank in trust “for charitable purposes 
in perpetuity” and provided that after the 
death of certain named persons the income 
should be paid to “such charitable association 
or associations, whether incorporated or not, 
as my Trustee shall in its absolute discretion 
select and in such amounts and at such times 
as my said Trustee, in its absolute discretion, 
may fix, to be used and applied by such asso- 
ciation or associations so selected by my Trus- 
tee as such association or associations may 
deem advisable.” 


The will was attacked by the heirs on var- 
ious grounds including contentions that the 
trust was vague and indefinite, and that it was 
not restricted to “public charitable purposes” 
and therefore, being in perpetuity, was in- 
valid. 


HELD: Trust is valid. The word “charity” 
is synonymous with “public charity” and “char- 
itable purposes” are those purposes set out 
in the preamble of Chapter 4 of the statute 
of 43 Elizabeth, known as the Statute of Char- 
itable Uses, and those listed in II Restatement, 
Trusts, #368, p. 1140. Application of such 
definitions to the words used by testatrix en- 
able both the trustee and the courts to de- 
termine the purposes of the trust and since it 
is thereby limited to public charitable pur- 
poses it is a valid trust. In the event the 
trustee fails or refuses to administer the 
trust properly the courts can appoint a sub- 
stitute trustee to so do. 


NOTE: A strong dissenting opinion points 
out that Texas has never adopted the statute 
of 48 Elizabeth, nor validated by statute in- 
definite bequests for charity, and that Texas 
courts have no prerogative cy pres power. 
It suggests that there will be many questions 
concerning enforcement of such trusts and 
lack of limitations on trustees in absence of 
any statutory or other power in the courts of 
Texas to administer, supervise or control such 
indefinite charitable trusts. 


The majority opinion represents an im- 
portant development in the field of trust law 
in Texas. It has fixed the meaning of the 
words “charitable purposes” as being syn- 
onymous with “public purposes” and has given 
such words a legal meaning and connotation 
considerably beyond their popular and diction- 
ary definitions. 
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COMPENSATION — Contestant’s Attorney’s 
Fee Payable out of Estate 


Wisconsin—Supreme Court 
Re Sheldon’s Estate, 24 N.W. 2d 875. 


One of the two heirs of the intestate retain- 
ed attorneys to contest a claim for $1,120 filed 
against the estate by the other heir who was 
also the administrator. As the result of the 
attorney’s efforts the claim was reduced to 
$390. Thereupon the county court allowed the 
contesting heir an atorney fee of $275 out of 
the estate, and the administrator appealed 
from such allowance. 


HELD: While ordinarily an attorney fee 
for services in administration of an estate can 
be allowed only to the administrator, the 
present case involves an exceptional situation 
in which the administrator, being the claimant 
himself, was not in position to protect the 
estate and it was necessary for the other heir 
to do so. The administrator should have re- 
signed, or could have been removed upon 
proper application to the court, but since this 
was not done, the heir quite properly assumed 
the function of representing the interest of 
the estate for the purposes of the contest, and 
the allowance of an attorney fee to her was 
proper. 


COMPENSATION — No Minimum Principal 
Commission Allowed Prior to Termina- 
tion of Entire Trust 


Surrogate’s Court—New York County 
Estate of Stewart, N.Y.L.J., Nov. 15, 1946. 


The accounting trustees request payment of 
a minimum principal commission under sub- 
division 3, Sec. 285-a, of the Surrogate’s Court 
Act. Deceased created a trust for his brother 
and directed that upon his death the fund be 
divided in two equal parts and continued in 
trust, one-half for the benefit of a nephew 
and the other half for the benefit of a niece 
Upon the death of a secondary life beneficiary 
the principal of the share held for his or her 
use was to be paid to the issue of such bene- 
ficiary. The brother died in 1929 and the 
nephew in 1945. The niece is still living. The 
trustees are about to distribute one-half of 
the trust fund to the issue of the nephew. 


HELD: The trustees are not entitled to 
minimum commissions. The minimum prin- 
cipal commission intended by the Legislature 
was to be for the complete administration of 
the entire capital of the trust. The trust cre- 
ated for the primary life use of the brother 
has not yet terminated. The trustees must con- 
tinue to hold part of the fund for the benefit 
of the niece and they will be entitled to retain 
annual principal commissions in accordance 
with the terms of the statute. Upon the ter- 
mination of the entire trust the time will have 
arrived for computation of the minimum com- 
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mission. As the withdrawal of annual com- 
missions continues, the unpaid minimum will 
correspondingly decrease and may in time be 
exhausted so that no one can say until the 
process ceases what the final result will be. 


DISTRIBUTION — Decree as Subject to Col- 
lateral Attack by Beneficiaries of Trust 
Established Under It 


California—Supreme Court 
Estate of Loring, decided Dec. 17, 1946. 


HELD: (setting aside the decision of the 
District Court of Appeal, 74 A.C.A. 49 (see 
June 1946 Trusts and Estates, 615), and mod- 
ifying the Superior Court’s order). 

(1) The decree of distribution was con- 
clusive as to the rights of beneficiaries under 
the trust established under Loring’s will. 

(2) The fact that circumstances had 
changed since the will was made (there being 
only some $55,000 to pay legacies of $111,000) 
did not enable the probate court to reopen 
issues conclusively passed on in the distribu- 
tion proceedings. 

(3) Probate Code, Section 752, giving 
preference to kindred in the event of insuf- 
ficiency of assets, applies only to proceedings 
in course of probate administration and has 
no application to distributions out of testa- 
mentary trusts. 

(4) Gift to Town of Kingsley did not fail 
either because it was intended to establish 
a hospital as a memorial to testator or because 
a smaller amount than testator contemplated 
was not available for that purpose, making it 
impossible to carry out the exact terms of 
the gift. 

(5) Lower court’s order was modified so 
as to provide that Town of Kingsley’s share 
would be given to other beneficiaries if Town 
failed within one year to acquire a site for 
the hospital, as will required. Order further 
modified by deleting the provisions limiting 
gifts to Town of Kingsley and to Braille In- 
stitute to one-third of estate, these being in 
conflict with decree of distribution. 

NOTE: In the abstract of this case publish- 
ed in the June issue, it was stated: “It 
is submitted that the decision is erroneous 
under principles long settled in California. 
Practical effect of the decision, unless it is 
set aside by the Supreme Court of California, 
will be to unsettle trust administration, since 
under this decision it will be possible for 
beneficiaries of a trust to come in apparently 
at any time and by attacking the decree of 
distribution collaterally, divert the property 
into entirely different channels from those 
specified in the decree. It is to be noted that 
the order on the petition for instructions re- 
duced the amounts going to Kingsley and 
Braille, and would seem to have been subject 





to exception on their part.” The Supreme 
Court’s opinion seems to be in accord with the 
criticisms expressed in the above comments. 


DISTRIBUTION — Joint Tenancy with Sur- 
vivorship 


Nebraska—Supreme Court 


Tobas v. Mutual Bldg. & Loan Assn., 24 N.W. (2d) 
870. 


The question involved in this case is whether 
certificates of paid-up stock in a building and 
loan association made payable to “Fred Tobas 
or Gertrude Hamilton or either or survivor” 
and “Fred Tobas or Reid Bush or either or 
survivor,’ are payable to the survivor of 
such two persons upon the death of the other 
where the deceased purchased, caused their 
issuance, accepted and retained the possession 
of such stock certificates until his death. Tobas 
collected the dividends on the stock and applied 
them to his own use. The dividend checks were 
made payable to Fred Tobas and were cashed 
by him on his own signature. Section 8-317, 
R.S.1948, provides: “Whenever any such cer- 
tificates are made to the joint account of two 
or more persons, the account represented there- 
by shall be payable to the survivor.” From a 
finding in favor of the survivors, the admin- 
istrator of the estate of Fred Tobas and the 
administrator of the estate of his fourth wife 
appeal. 

HELD: Judgment affirmed. Irrespective of 
previous judicial pronouncements concerning 
consideration, gifts, trusts, testamentary dis- 
positions, and the multitude of other legal 
propositions contained in former cases on the 
subject, the legislature has said that where 
one of the payees dies, the survivor or sur- 
vivors are entitled to the full title thereto as 
a matter of statutory law. If any other result 
is intended, the purchaser must manifest that 
intent by the language used. The argument 
that the transaction was testamentary in char- 
acter and void as a non-compliance with the 
statute of wills is not tenable for the reason 
that the quoted statute furnishes ample author- 
ity for the disposition made, even though in 
conflict with the statute of wills. 

Staff Digest 


DISTRIBUTION — Remainder to Children 
Does Not Include Children of Deceased 
Child — Trustees Need Not Amortize 
Wasting Investment 


Massachusetts—Supreme Judicial Court 
Nelligan v. Long, 1946 A.S. 1287. 


1. The will of X created a trust to last 
during the lives of his wife and three daugh- 
ters. A portion of the income was to go % 
each to the daughters. As to daughter A, her 
share of the income was on her death to go 
to her issue. On the death of daughter B her 
share of the income was to go to her “chil- 
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dren, then living.” On the termination of the 
trust the principal was to go to the issue of 
the daughters then living. B died leaving a 
daughter and a grandson, the latter being the 
son of a son who had predeceased her. 

HELD: The testator in using the words 
“children, then living” meant children and not 
issue. He showed by the use of the word 
issue in other clauses that he understood the 
distinction. Hence the whole of B’s income 
went to her daughter and none to her grand- 
son. 


2. B’s grandchild contended that the trus- 
tees should have amortized some of the de- 
pleting assets of the trust by building up a 
reserve out of income. The will directed the 
trustees to carry on the rock crushing business 
operated by the testator as long as it showed 
reasonable profits. He owned a considerable 
amount of land from which the rock was taken 
and 96% of the stock in the corporation which 
operated the business. The corporation paid 
an annual rent to the trustees for the use of 
the land, besides paying dividends on the 
stock. Both of these items of income were 
paid to the beneficiaries without any amortiza- 
tion. 


HELD: While it is improper for a trustee 
to invest in wasting assets, and if they come 
to him from the testator, not specifically be- 
queathed, he should convert them, in this case 
there was an express direction in the will 


Largest Stock of Fine China 
& Crystal in New York 


ANTIQUE AND MODERN 
CHINA, CRYSTAL, 
SHEFFIELD PLATE & 
SILVER 


A WELL ROUNDED STAFF, EXPERIENCED 
IN HANDLING THE FINEST 
ARTISTIC PRODUCTIONS 


Pluygmer 


734 Fifth Avenue (S.W. Corner of 57th St.) 
New York, N. Y. 





Established 1895—One of the oldest, one of 
the largest and one of the finest 
establishments of its kind 
in the country. 





116 


that the investment should be retained as long 
as it showed reasonable profits. Accordingly 
the trustees properly paid all the income 
to the beneficiaries without amortization. 


GUARDIANSHIP — Marriage Terminates 
Guardianship of Person 


Wisconsin—Supreme Court 
Re Perkins’ Guardianship, 24 N.W. 2d 897. 


The wife of the ward, a disabled war veteran 
who had been under guardianship since 1923, 
filed with the county court a petition joined in 
by the ward for an order directing the guar- 
dian to invest $3,500 of the ward’s $17,000 
estate in a village home for him, where he 
could be nearer his church, stores and friends 
than in his existing home outside of the village. 
The ward was married in 1937. Section 319.10 
Wisconsin Stautes provides that marriage of 
a ward shall terminate the right of the guar- 
dian to the custody and education of the ward. 
Section 296.12 empowers the county court to 
authorize the purchase in the name of the 
ward of any real estate in Wisconsin, upon 
finding that such purchase will substantially 
promote his interests. From an order granting 
the petition, the guardian appealed, contend- 
ing that the selection of a home for the ward 
is a matter within the guardian’s personal 
discretion, with which the court cannot inter- 
fere. 


HELD: Under sec. 319.10, the marriage of 
the ward terminated the guardianship of his 
person and left in force only a guardianship 
of his property. Thus most of the discretion 
originally vested in the guardian has disap- 
peared, and he has no right to select a home 
for the ward. The only question properly be- 
fore the court was whether the purchase of 
the new home would be mprovident use of the 
guardianship funds. No abuse of discretion 
being shown, the order is affirmed. 


INSURANCE — Life — Statute Overrides 
Policy Beneficiary Provision 


United States Court of Appeals—District of Columbia 
Kindleberger v. Lincoln Nat. Bank of Washington et 
al., 155 F. (2d) 280. 


In 1924 the New York Life Insurance Com- 
pany issued two policies on the life of Buckley, 
in each of which his wife was named bene- 
ficiary. Both policies provided that the insured 
could at any time change the beneficiary and, 
in the event of the death of any beneficiary 
before the insured, the interest of the bene- 
ficiary became vested in the insured. The wife 
died in 1935 and the appellant qualified as 
administrator. Buckley died in 1943 without 
having changed the beneficiary designated in 
the policies and the appellees qualified as 
executors of his will. 
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Suit was filed to determine the right to the 
proceeds. A District of Columbia Statute pro- 
vides, “When a policy of insurance, whether 
heretofore or hereafter issued, is effected by 
any person on his own life or on another life 
in favor of some person other than himself 
*** the lawful beneficiary *** other than the 
insured or the person so effecting such insur- 
ance, or his executors or administrators, shal] 
be entitled to its proceeds and avails against 
the creditors and representatives of the in- 
sured ***, 


HELD: This statute specifically preserves 
to the estate of the beneficiary the right to 
the proceeds of insurance in instances in 
which the insured survives the beneficiary and 
then dies without having designated another, 
even though the policy contains a contrary 
provision. “The effect of the statute is to give 
the proceeds of a policy such as it describes to 
the personal representatives of the beneficiary 
or assignee if the beneficiary or assignee does 
not survive the insured. This is limited, of 
course, to situations in which the insured did 
not exercise, after the death of the beneficiary, 
the right to designate another. It follows that 
the provisions of the insurance contracts and 
the provisions of the statute are in conflict. 
Under such circumstances, ordinarily the 
statute controls. It expressly undertakes to 
do so in this case.” 


INVESTMENTS — Duty to Diversify — Im- 
puted Knowledge of Mismanagement 


Kentucky—Court of Appeals 
Security Trust Co. v. Appleton, 197 S.W. (2d) 70. 


At the time the trust company qualified as 
trustee, it received cash and corporate stocks 
of an aggregate value of about $16,000, of 
which $10,000 consisted of shares of stock of 
Fayette National Bank. The trustee received 
dividends on the stock regularly until 1931 
at which time due to failure of the bank the 
stock became worthless. This action was 
brought by the beneficiaries to compel the 
trust company to account for the value of 
the bank stock. 


It was proved that the trust company in its 
various capacities as fiduciary controlled 692 
shares out of a total of 3,000 shares of the 
bank; that the trust company voted such 
shares in elections of directors of the bank; 
that two of the officers and directors of the 
bank were directors of the trust company; 
that at least one director of the trust com- 
pany, who had been a director of the bank, 
resigned because of his expressed dissatisfac- 
tion with the policy of the two bank officers 
in the making of certain loans, and that some 
of the loans so made by those two officers, 
who were the two who were also directors of 
the trust company, were made to such officers 





and their relatives and friends. With the 
exception of the complaint with respect to 
certain loans made by the two officers, none of 
the officers or directors of the trust company 
had any actual knowledge of the unsound 
financial. condition of the bank until immedi- 
ately prior to the failure of the bank, when it 
was too late for the trust company to have 
sold the stock. 


The trial court held the trust company lia- 
ble on the grounds that (a) knowledge con- 
cerning mismanagement of the bank was im- 
puted to the trust company by reason of the 
fact that two of the officers of the bank were 
directors of the trust company, and (b) since 
the value of the bank stock represented approx- 
imately two-thirds of the entire assets of the 
trust estate, the trust company violated a duty 
which it owed to diversify the investments of 
the trust estate. 


HELD: Reversed. The court, after calling 
attention to the two lines of cases with 
respect to the duties of trustees to diversify 
investments, stated: “We are not, under the 
circumstances here, inclined to hold liability 
on the ground of failure to diversify, even to 
the extent of concluding that the failure is 
to be considered in connection with the more 
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serious charges, or as in anywise contributing 
to the loss.” 


In holding that knowledge of mismanage- 
ment of the bank was not imputed to the trust 
company, the Court called attention to the fact 
that the president of the trust company had 
no knowledge of the unsound financial condi- 
tion of the bank until immediately before its 
failure, and stated: 

“‘We find no proof which would lead to the conclu- 
sion that Trustee had previous knowledge of the al- 
leged mismanagement of the assets of the bank, save 
by those of its directors who served as cfficers cf the 
bank. It is not shown that they advised any of the 
trust officers further than as to the conduct of Mr. 
Bassett and Mr. Warren in making the improvident 
loans, so the matter boils down to the legal question 
of whether the knowledge of the officers was or is to 
be imputed to trustee.”’ 


INVESTMENTS — Errors of Judgment Held 
Excusable Under Exculpatory Clause 


Massachusetts—Supreme Judicial Court 
New England Trust Co. v. Paine, 1946 A.S. 1335. 


The probate judge adopted the auditor’s 
findings to the effect that the trustee had in- 
vested some $23,000 
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what in the exercise of sound judgment should 
have been a fair proportionate part of the 
‘trust estate to invest in these securities, but 
ruled that this was no more than a mistake 
of judgment and, therefore, was covered by 
the exculpatory clause. This clause provided 
that the “trustee shall not be responsible for 
involuntary losses, or to make good any portion 
of the estate save what shall be lost by its 
own wilful default.” Accordingly, the trustee 
was not chargeable with the loss. 


HELD: Decree affirmed. The testator in- 
tended to excuse the trustee from responsibil- 
ity both for any breach of trust which it did 
not intend to commit, knowing it to be a 
breach of trust, and for any loss it did not 
intend to bring about. The trustee was not 
liable for negligence or failure to exercise 
sound judgment. Even if the exemption from 
liability were confined to the limits set by the 
Restatement: Trusts, §222, the trustee would 
still not be chargeable with the loss. The 
finding of the judge that the over-investment 
was merely an error of judgment could not 
be said to be plainly wrong. 

The court stated that it was not a proper 
case for the award of costs against a trustee 
who had been exonerated, or for an award to 
be paid’ out of the trust. 


INVESTMENTS — Impropriety of Exchang- 


ing Shares of Stock for New Corpora- 
tion’s Shares 


Kentucky—Court of Appeals 
Hutchings v. The Louisville Trust Co., 303 Ky. 147; 
197 S.W. (2d) 83. 


The action was brought by the guardian of 
the beneficiaries of a trust estate to recover 
damages sustained because of the alleged im- 
proper conduct of the trustee in investing in 
stock of a corporation, the business of which 
was speculative in its nature, and which cor- 
poration had not been in existence for more 
than ten years as was required by a statute, 
in effect at the time of the transaction. 

The trust estate originally consisted in part 
of shares of stock of the trust company which 
was the trustee. In 1927 a large majority of 
the stockholders of the trust company and of 
a national bank combined the business inter- 
ests of the two by causjng substantially all of 
the shares of stock of each institution to be 
transferred and delivered to certain trustees 
in exchange for trustees participation certifi- 
cates. Thereafter, in 1929, BancoKentucky 
Company was caused to be organized by offi- 
cers and directors of the trust company and 
the bank, and BancoKentucky Company be- 
came the beneficial owner of a large number 
of the trustees participation certificates as a 
result of the holders of trust certificates ex- 
changing the certificates for shares of stock of 
BancoKentucky Company. The officers and di- 
rectors of BancoKentucky Company consisted 
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of persons who were also officers and directors 
of the bank or the trust company. 

In September, 1929, the trust company ex- 
changed trustees participation certificates held 
in the trust estate for a number of shares of 
BancoKentucky stock. On November 1, 1929, 
the plaintiffs became entitled to a distribution 
of one-fourth of the trust estate, and on April 
21, 1930, the trust company distributed to the 
guardian of the beneficiaries one-fourth of the 
shares of stock of BancoKentucky Company 
then held by the trustee. Seven months later 
BancoKentucky Company became _ insolvent 
and the stock theretofore distributed became 
worthless. From a judgment of the trial court 
sustaining a demurrer to the petition the bene- 
ficiaries appealed. 


HELD: Reversed and case remanded for 
trial on its merits. “Under the facts disclosed 
in the petition this is equivalent to an aver- 
ment that the plaintiffs suffered a loss by reas- 
on of defendant’s wrongful act. The purpose of 
the statute is to prevent a trustee from invest- 
ing in hazardous, or any but seasoned stocks. 
When in the face of the statute the trustee 
does invest the trust funds in a forbidden stock 
and the estate sustains a loss thereby, the lia- 
bility of the trustee has been created and the 
averment of those facts states a cause of ac- 
tion.” It was contended by the trustee that the 
allegation that “Banco became insolvent and 
its stock worthless” was not a sufficient allega- 
tion that the loss was the result of trustee’s 
wrongful act, since seven months elapsed from 
the distribution of the stock until the date it 
became worthless. The court said it was not 
passing on the fact of whether or not a loss 
was suffered by plaintiffs by reason of de- 
fendant’s breach of trust, but merely whether 
the petition avers that such a loss was suffered 
by plaintiffs. 


LIFE TENANT & REMAINDERMAN — Ap- 
portionment of Proceeds of Sale of Stock 


California—District Court of Appeal 
Estate of Traung, 76 A.C.A. 984 (Nov. 19, 1946). 


Traung died in 1940. Nearly three years lat- 
er, trustees of his testamentary trust sold 
stock of Traung Investment Co., constituting 
part of trust. The trustees in their second ac- 
count showed receipt from this sale of $74,- 
000, all of which was allocated to corpus, and 
account was settled without objection. Present 
appeal involves third account, which showed 
receipt by trustees of $17,000 on account of 
the same sale. Income beneficiary of the trust 
objected to allocation of this entire amount to 
corpus, claiming part of sum received repre- 
sented earnings which had accrued after testa- 
tor’s death and should have been allocated to 
income. 


HELD: Order allocating entire sum to cor- 
pus reversed. (1) Transaction was the same 





in substance as though corporation had first 
distributed as dividends the earnings accrued 
since creation of trust and the trustees had 
then sold the stock. Income beneficiary is en- 
titled to the earnings in either case. [Note: On 
this point, the case is one of first impression 
in California. The result in case of a testa- 
mentary trust originating after the effective 
date of the Principal and Income Act (1941) 
would apparently be different. See Sections 
3(2), 5(8).] 

(2) Fact that second account was settled on 
basis which court in this action deems errone- 
ous does not constitute res adjudicata, the 
question not having been actually presented 
and adjudicated in the earlier accounting. 

(3) Result was not affected by direction in 
will that stock dividends and amounts received 
on sale of stock rights or any profits accruing 
from exercise of such rights should be credited 
to principal. 

(4) In allocating to income such part of 
proceeds of sale as represented operating prof- 
its after testator’s death, no account should be 
taken of loss sustained upon sale of capital 
assets, as that was a corpus charge. 

(5) Fact that the corporation just prior to 
sale had capital deficit of $113,000 is unim- 
portant, deficit having been created before in- 
ception of the trust and therefore not to be 
charged against earnings accumulated while 
trust was in existence. 


(6) Probate court was authorized to delay 
the distribution of income until it was ascer- 
tained whether the income was needed to meet 
contingent liabilities, but it could not allocate 
income to corpus upon that ground. 


LIFE TENANT & REMAINDERMAN — Inter- 
est Payable from Date of Death — Rate 
Fixed by Court 


High Court of Justice—Supreme Court of Ontario 
Re Nathanson, (1946) O.R. 421. 


This was a motion by executors for the ad- 
vice of the Court as to the rights of life ten- 
ants of trust funds to payment of interest be- 
fore the funds were set up. 


HELD: (Barlow J.) 1. The life tenants 
were entitled to be paid income from the date 
of the death of the testator. In the case of a 
trust fund it is presumed to be earning in- 
come from the date of death, and the life ten- 
ant is entitled to the income from that date. 

2. In the absence of express provision in 
the will to the contrary, the life tenants were 
entitled to be paid income at the rate of 4% 
on the capital of the trust funds until such 
time as they are set up. In fixing the rate of 
interest the Court considered what the trust 
funds, if invested in accordance with the terms 
of the will, would likely earn. “At present 
Dominion Government bonds yield not more 
than 3 per cent; land mortgages, if procur- 
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able, do not yield more than 5 per cent. The 
rate of interest presently payable by the office 
of the Accountant of the Supreme Court is 3 
per cent. It is true that the legal rate of inter- 
est is 5 per cent, but this cannot serve as a 
guide.” Court settled on 4%. 


PowErs — Appointment — Right of Cred- 
itors When Life Beneficiary Has Abso- 
lute Power of Disposition 


Minnesota—Supreme Court 
Rise v. Park, 24 N.W. 2nd 81. 


A bequeathed the residue of her property 
consisting entirely of personal property to her 
stepsister B for life with full power of aliena- 
tion “for her own comfort, use and enjoyment. 
in sickness or in health’, with remainder to 
plaintiff, a friend. Three days after B had re- 
ceived this property from A’s executor Park 
was appointed guardian of the estate of B and 
received the personal property from her. About 
one month later B died, and Park was appoint- 
ed executor of her estate which consisted sole- 
ly of this personal property. Plaintiff claimed 
property as remainderman under A’s will. 
Defendant, Park, contended that the property 
was subject to a claim for old age assistance 
rendered the life tenant by the state. 
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HELD: Dismissal of action affirmed. The 
decision rests upon the construction and appli- 
cation of two statutes in existence at the time 
of the execution of the will and the death of 
the testatrix (although both statutes have 
since been repealed). These are Sections 502.- 
09 and 502.13 of Minnesota Statutes of 1941, 
which read as follows: 

“When an absolute power of disposition, not accom- 
panied by any trust, is given to the owner of a par- 
ticular estate for life or years, such estate shall be 
changed into a fee, absolute in respect to the rights 
of creditors and purchasers, but subject to any future 
estate limited thereon, in case the power is not execu- 
ted, or the lands sold for the satisfaction of debts.” 

“Every power of disposition shall be deemed abso- 
lute, by means of which the grantee is enabled, in his 
lifetime, to dispose of the entire fee for his own bene- 
fit.” 

The court held that under the statutes B 
had an absolute power of disposition; that 
having such an absolute power of disposition, 
it was, to the extent of her creditors’ claims, 
vested in her in fee absolute and subject to 
administration in the probate court; that di- 
vestment of the remainder occurred to the ex- 
tent of the creditors’ claims and to that extent 
i¢ remained an estate in the donee upon the 
donee’s death and properly within the juris- 
diction of the probate court; and only the bal- 
ance, remaining after such creditors of the 
donee are satisfied, will belong to the remain- 
derman. 
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Pow_Ers — Limitations — Fiduciary’s Sale 
Contract Binding 


Pennsylvania—Supreme Court 
In re Van Voorhis’ Estate, 49 A. (2d) 257. 


Sale of decedent’s realty was effected by 
written agreement executed by testamentary 
trustees and purchaser for designated sum. 
Thereafter another person submitted a higher 
bid. 

HELD: On petition to set aside agreement 
of sale, purchaser was entitled to his purchase 
and orphans’ court erred in setting aside his 
contract, in the light of 20 P.S. §§ 818, 819, 
providing that inadequacy of consideration or 
receipt of offer to deal on other terms shall 
not relieve fiduciary of his, obligation to per- 
form his contract. 


The fact that decedent died prior to effective 
date of the act is immaterial; the contract of 
sale was entered into after the act became 


effective. 
Staff Digest 


REAL PROPERTY — Void Decree Creates 
No Title 


Washington—Supreme Court 
Mezere v. Flory, 173 P. (2d) 776. 


An order was entered approving the final 
account of Mable Bragg as administratrix of 
the estate of Myrtle Ruyle, her daughter, and 
awarding to her certain real estate in payment 
of a claim. No guardian or guardian ad litem 
represented the minor children of the decedent, 
nor was there any proof of publication of the 
notice of hearing of the final account and peti- 
tion for distribution. One month and six days 
before she filed her final report and two 
months prior to approval of her final account, 
“Mable Bragg, a widow” entered into a real 
estate contract with James Mezere for sale to 
the latter of this real property. 


Mable Bragg died intestate. The real prop- 
erty described above, in which there was a 
balance due under the terms of the contract, 
was inventoried in the estate of Mable Bragg 
and by decree distributed to her heirs. James 
Mezere commenced an action against the chil- 
dren of Myrtle Ruyle, to quiet title. 


HELD: The trial court correctly concluded 
that the order approving the final account and 
distributing the whole of the estate of Myrtle 
Ruyle, including the real property in question, 
to Mable Bragg was void and conveyed no title 
or interest in the property te Mable Bragg, 
for the reason that no proof of publication of 
notice of hearing of the final account and peti- 
tion for distribution was on file. Moreover, 
the minor children of the deceased Myrtle 
Ruyle were not represented in that. proceeding 
by a guardian or a guardian ad litem. The in- 
ventorying as an asset in the estate of Mable 


, 





Bragg, of real property belonging to the heirs 


of her deceased daughter, did not create title. 
Staff Digest 


TAXATION — Estate & Inheritance — Ex- 
clusive Jurisdiction of Probate Court 


Mas$achusetts—Supreme Judicial Court 
Rines v. Rines, 1946 A.S. 1317. 


Bill in equity in superior court by A against 
himself as administrator seeking (1) to esta- 
lish title in himself in certain joint accounts 
and other assets standing in his wife’s name; 
and (2) to enjoin the tax commissioner from 
assessing an inheritance tax in respect to such 
assets. 

HELD: A demurrer by the Tax Commis- 
sioner was properly sustained. Under G. L. 
65, § 30, the probate court having jurisdiction 
over the estate of the decedent has exclusive 
jurisdiction of all questions relating to inheri- 
tance taxes. Also the statutory remedies pro- 
vided by G. L. c. 65, are exclusive, and only 
under exceptional circumstances where the 
statutory remedies fail will equity act to re- 
strain the assessment or collection of a tax. 


TAXATION — Estate & Inheritance — Re- 
nunciation of Bequest Relieves Legatee 
from Liability for Transfer Inheritance 
Tax 


Pennsylvania—Supreme Court 
Bute Estate, 355 Pa. 170. 


Testatrix bequeathed life estate to husband 
with remainder to daughter and daughter’s 
husband. A year after testatrix’ death, and 
after life tenant’s death, daughter’s husband 
renounced his interest. The daughter was the 
sole next of kin. The rate of tax on daughter’s 
interest was 2 per cent, and on her husband’s 
interest 10 per cent. The Commonwealth as- 
sessed transfer inheritance tax on the entire 
remainder at 10 per cent on the theory that an 
estate by entireties vested in daughter and 
husband at the instant of testatrix’ death, and 





Tax Appeals Dismissed 


The Judicial Committee of the Privy Coun- 
cil, at London, England, has dismissed with 
costs the appeals of the Treasurer of Ontario 
in Re Treasurer of Ontario v. Blonde and Re 
Aberdein Estate. These actions involved an at- 
tempt by the Province of Ontario to collect 
succession duties in respect of certain stocks. 
In each case the Judicial Committee upheld the 
judgment of the Ontario Court of Appeal that 
for the purpose of Ontario succession duties 
the stocks were not properly situate in the 
Province. See reports in Sept. 1942 Trusts and 
states 333, and April 1945 Trusts and Es- 
tetes 423. 
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his renunciation merely revested his interest 
in the estate. Lower Court held the remainder 
was taxable at 2 per cent. 


HELD: Affirmed. Upon renunciation, the 
interest of a legatee does not vest in him, and, 
therefore, there is no transfer to him. Thus, 
liability for the inheritance tax on the trans- 
fer does not attach. (This decision, supported 
by the weight of authority, resolves a long ex- 
isting conflict among the lower Courts of this 
State.) 


TAXATION — Estate & Inheritance — Sav- 
ings Account in Trust Held a Completed 
Gift and Not Subject to Inheritance Tax 


Pennsylvania—Supreme Court 
McGary Estate, 355 Pa. 232; 49 A. (2d) 350. 


In the year preceding her death, decedent 
opened six savings accounts in her name in 
trust for various relatives, told the benefi- 
ciaries of the accounts, and, with one excep- 
tion, delivered the account books to the benefi- 
ciaries. The sixth one she tendered to the 
beneficiary, but he asked her to retain it for 
him. Only decedent could make withdrawals 
from these accounts, and withdrawals could 
be made by her only on presentation of the 
books. There were no deposits or withdrawals 
in the accounts, except in the account for a 
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niece, from which interest was withdrawn by 
decedent regularly and transmitted to the 
niece, the niece sending the book to the dece- 
dent for the purpose of each of these with- 
-drawals. The Commonwealth claimed transfer 
inheritance tax on the six savings accounts, 
but the lower Court excluded the accounts 
from the taxable estate. 


HELD: Affirmed. The “in trust” savings 
accounts were completed gifts or transfers 
prior to death, and not “tentative trusts,” the 
notice and delivery of the account books being 
evidence of the intention that the trust was 
irrevocable. Nor were such transfers intended 
to take effect in possession or enjoyment at 
or after death, because decedent retained no 
interest, income, or possession for herself, al- 
though the beneficiaries’ immediate possession 
of the funds in the accounts was postponed un- 
til decedent’s death. The beneficiaries having 
acquired an immediate interest, death of de- 
cedent accelerated nothing except perhaps the 
right to immediate possession, and as such 
it was not a taxable event. The claimants 
themselves were competent witnesses to prove 
their respective claims for exclusion from tax. 


TAXATION — Estate & Inheritance — Tax- 
ation of Inter Vivos Trusts in Light of 
Direction in Will 


New Jersey—Court of Chancery 
Montclair Trust Co. v. Spadone, 49 Atl. (2d) 497. 


Decedent executed a will in 1911, containing 
the following provision: “I direct ... that all 
inheritance taxes be paid out of my residuary 
-estate’”’. Codicils were executed by him in 1938, 
1939 and 1940. No reference was made to the 
source of the tax payments in any of these 
codicils. In 1917 and 1935, the decedent creat- 
ed two inter vivos trusts. After testator’s 
death in 1945, the executor sought an interpre- 
tation of that portion of the will pertaining to 
the payment of federal estate and state inher- 
itance taxes, seeking to determine whether or 
not any portion of the taxes required were to 
be borne by the inter vivos trusts. 
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HELD: While it is true that when the testa- 
tor executed his will in 1911 federal estate 
taxes did not exist, nevertheless, the intent is 
clear from the directive provision contained 
in the will that all taxes occasioned by his 
death were to be borne by his residuary estate. 
The subsequent codicils in no way changed 
the purport of this intent. Under these circum- 
stances, no part of either the federal estate or 
New Jersey inheritance taxes are to be sus- 
tained by the trusts. 


WILLs — Construction of Conflicting De- 
vises 


Oregon—Supreme Court 
Chambers v. Studebaker, 43 Ore. Adv. Sheets 317. 


Suit was brought by beneficiaries to con- 
strue a will which provided in part: “Third: 
I give, devise and bequeath to Dorman M. 
Studebaker, a life estate in the residence in 
Portland, Oregon, that I now occupy on 1516 
S. W. 4th Avenue; ... Fourth: I give, devise 
and bequeath to Clyde H. Babcock, 1516 S. W. 
Fourth Avenue . .’ The residuary estate 
went to nieces in Illinois. There were two 
houses on the property, the other being num- 
bered 1510 S. W. 4th Avenue. Houses had sep- 
arate entrances, separate plumbing, etc., but 
were connected by a hallway at the second 
story in order for occupants of 1510 to use 
bathroom facilities in 1516. The proponents 
claimed it was testator’s intention to give a 
life estate to Studebaker and the remainder 
of all the property to Babcock. 


HELD: The will devised a life estate to 
Studebaker and remainder to Babcock in that 
portion occupied by 1516 S. W. 4th Avenue 
with the property at 1510 S. W. 4th Avenue 
going to the residuary heirs. The two houses 
retained separate identities; during his life, 
testator never used the term 1516 S. W. 4th 
Avenue as including 1510. The fourth para- 
graph of the will was poorly drawn because of 
the comma after Babcock; however, the inten- 
tion of testator was clear. 


WILLs — Construction — Later of Two In- 
consistent Clauses Held Not to Prevail 


Pennsylvania—Supreme Court 


Fisher Will, 355 Pa. 105; 49 A. (2d) 376. 


In paragraph numbered “Second,” testatrix 
gave entire estate, real and personal, to sister, 
if she survived testatrix. Paragraph numbered 
“Third” provided that “should I survive my 
sister” certain real estate was devised to a 
brother. Paragraphs numbered “Fourth,” 
“Fifth,” and “Sixth” devised real estate to 
other persons without reference to the survival 
of testatrix or her sister. The property cov- 
ered by Paragraph Fifth was owned by testa- 
trix jointly with her sister. The sister sur- 





vived testatrix. The devisee under Paragraph 


Fifth filed a petition for declaratory judg- 
ment, contending that Paragraph Second and 
Paragraph Fifth were inconsistent, and since 
Fifth was later, Fifth should prevail over 
Second. The lower Court construed will against 
petitioner. 

HELD: Affirmed. A necessary prerequisite 
to application of the rule on which petitioner 
founded his claim was its unavoidability. Here 
there were no utterly repugnant clauses call- 
ing for the application of the rule, since a 
clear intention was evident that Paragraphs 
Third, Fourth, Fifth, and Sixth should be 
operative only in the event that testatrix sur- 
vived her sister. 


WILLS — Construction — Meaning of 
“Lawful Issue” — Conflict of Laws 


Nebraska—Supreme Court 
Riddle v. Peters Trust Co., 24 N.W. (2d) 434. 


The testator, in Nebraska, created a trust 
under his will giving income to a son for life, 
with the principal upon his death to go to his 
“lawful issue.” Two children were born to 
the life tenant. One was born during a void 
marriage, but she proved that while the fam- 
ily lived in California her father had “publicly 
acknowledged” her as his child. The second 
claimant was born subsequent to a common 
law marriage in Nevada, which state recog- 
nizes common-law marriages. 


HELD: 1. Under California law, an ille- 
gitimate child “publicly acknowledged” by the 
father to be his child “is thereupon deemed 
for all purposes legitimate from the time of 
its birth.” Under California statutes, there- 
fore, the first claimant is a “lawful issue” of 
the life tenant, a status which Nebraska will 
recognize as not being contrary to its statutes 
or public policy. 

2. A common law marriage valid in Nevada 
will be recognized as valid in Nebraska, and 
the issue born to such marriage is a “lawful 
issue.” 


WILLs — Construction — When Parties 
are Entitled to Declaratory Judgment 
— Certain Income to be Added to Prin- 
cipal 


Massachusetts—Supreme Judicial Court 
National Shawmut Bank v. Morey, 1946 A.S. 1347. 


1. Petition by the trustees for a declaratory 
judgment as to whether a remainder to the 
testator’s “heirs at law” after certain life es- 
tates meant heirs determined as of the date of 
the testator’s death or on the termination of 
the life estates. Two of the life tenants were 
still living. The probate judge refused as an 
— of discretion to pass upon the ques- 
ion, 
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HELD: The court undoubtedly had juris-- 
diction of the petition under the declaratory 
judgment law. A certain amount of discre- 
tion is left to the trial court under the law, 
but as it is a suit in equity, the full court on 
appeal can decide the question of discretion 
on the law and the evidence, giving some 
weight, however, to the action of the trial 
judge. In this case the estate was large, the- 
testator had died 39 years ago, all his children 
were dead, and there were grandchildren and 
great grandchildren living. There was great 
uncertainty as to the estates of the children 
and other descendants who had died because 
of the uncertainty as to the remainders. On 
the other hand there would probably be future 
born persons who would be interested and who. 
could not choose anyone to represent them; 
and to adopt the theory that the mere exist- 
ence of future unascertained interests fur- 
nishes cause for declaratory judgments would 
tend to foment litigation and cause expense of 
guardian ad litem and counsel fees which 
might otherwise be avoided by waiting. On the 
whole the argument against the declaratory 
judgment was stronger than that in favor, 
and accordingly the decree of the probate: 
judge was sustained. 


2. The will provided that if the income in 
any year exceeded the amount of the life an- 
nuities, 90% of the excess should be paid to 
certain beneficiaries, but it was silent as to 
the remaining 10% of the excess. The probate- 
judge ruled that this was res judicata because 
of the allowance of prior accounts of the trus- 
tees showing the transfer of the undistributed: 


income to principal. A 


HELD: This was a matter of immediate: 
importance as to which the court could proper- 
ly instruct the trustees regardles of any de- 
claratory judgment law. Without discussing 
the question of res judicata the court held 
that on the merits of the case the 10% should 
be added to principal. The testator only gave- 
away 90% of the excess, and the will provided. 
that on the termination of the trust the “then. 
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remaining sum” should be distributed. He did 
not intend that the heirs should receive any- 
thing before the trust terminated or that there 
should be any intestacy. 


3. While the court was unwilling to create 
a precedent that a party who unsuccessfully 
seeks a declaratory judgment shall have costs 
and expenses, this case had special features. 
The general questions had not been fully con- 
sidered before, and there was another question 
raised upon which a decision was made. Hence 
reasonable costs might be allowed, except to 
the attorneys for the trustees, who must seek 
an allowance in their own accounting. 


WILLS — Probate — Contract to Make 
Will in Payment of Services 


Pennsylvania—Supreme Court 


Cramer v. McKinney et al., 355 Pa. 202: 49 A. (2d) 
374. 


Suit was brought against the estate of 
testatrix on an alleged oral agreement to pay 
claimant for household and nursing services 
by a bequest in will. The period during which 
the services were rendered was from Januar 
15, 1932 to date of death, a period of eleven 
years. A holographic will, dated July 22, 1932, 
made a bequest of one-third of the residue to 
claimant, but did not refer to the agreement. 
Testatrix made statements to third parties of 
her intention to reward claimant by will, but 
made a new will in 1933 in which claimant 
was not mentioned. The verdict was for claim- 
ant, but lower court granted a new trial be- 
cause it considered the admission of the 1932 
will as error. 

HELD: Reversed, and judgment entered for 
defendants. Since the 1932 will makes no refer- 
ence to the agreement, no contract can be im- 
plied from its provisions, and since the declar- 
ations of testatrix were not made in the 
presence of claimant, the declarations are not 
evidence of a contract. In a suit on an express 
contract of this kind, a claim in quantum 
meruit cannot be substituted if the proofs do 
not support the contract, and, therefore, the 
judgment was entered for the defendants. How- 
ever, the measure of damages for breach of 
such contract when proved is not the estate 
promised to be bequeathed, but only the value 
of the services rendered. 


WILLs — Probate — Oral Contract to De- 
vise Estate — Specific Performance 


Minnesota—Supreme Court 
Matheson v. Gullickson, 24 N.W. (2nd) 704. 


Plaintiff and A and B, husband and wife, 
entered into an oral contract whereby plaintiff 
was to stay and live with A and B, care for 
them and conduct himself toward them as a 
dutiful son, and to serve them as long as either 
of them should live; and in return, A and B 
would leave him all their respective estates. 
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It was understood that it would be necessai 

for plaintiff to remain unmarried as long as 
either A or B lived. Plaintiff entered into the 
performance of the contract, continued ¢. 
perform after A’s death, and in reliance upon 
the contract had turned over to A large sunis 
of money received from the sale of his own 
property and also contributed very substan- 
tially to increasing the estates. Plaintiff was 
never paid for any of his services and work 
throughout the years. A died testate leaving 
none of his estate to plaintiff. Plaintiff sued 
the administrator of A’s estate for specific per- 
formance. From an order overruling a de- 
murrer to the complaint, defendant appeals. 


HELD: Affirmed. The oral contract to de- 
vise was taken out of the operation of the 
statute of frauds by sufficient part perform- 
ance of a nature entitling plaintiff to specific 
performance. To justify such specific per- 
formance, there must exist a peculiar per- 
sonal and domestic relation as a member of 
the family of the promisor, pursuant to the 
contract, and the society and services incident 
to such relation must be of a character that 
their value was not measurable in money. That 
test was met here, as were the following: 


(a) the consideration for the contract was 
not grossly inadequate or its terms otherwise 
unfair; (b) enforcement will not cause unrea- 
sonable or disproportionate hardship or loss 
to the defendant or to third persons, or (c) 
it was not induced by some sharp practice, 
misrepresentation or mistake. Furthermore, 
the implied agreement to remain single was 
merely incidental to an otherwise valid and 
reasonable contract and did not constitute a 
general restraint upon marriage. 


To the contention that the action for specific 
performance was premature because plaintiff 
must continue full performance until the death 
of B, the court replied that A’s repudiation 
was joined in by B by B’s giving her written 
consent to the will and this repudiation be- 
came an irrevocable breach upon the death of 
A. While specific performance could not be 
given with respect to any certain items since 
plaintiff’s right thereto had not fully accrued, 
the court, having obtained jurisdiction, will 
give plaintiff any relief to which he is en- 
titled. The court then concludes that B is en- 
titled to the full use during her lifetime of 
the property of A; that no restriction should 
be placed upon her right to consume or dis- 
pose of the property except insofar as a dis- 
position thereof may be a fraud upon her 
agreement with plaintiff; that B is entitled 
to continued performance by plaintiff until 
her death; and that subject to the life estate 
of B, the property of A may be impressed 
with a trust in favor of plaintiff as against 
the executor and the legatees under A’s will 
for the protection of a remainder interest in 
fee in said property to plaintiff. 





WiLLs — Probate — Proper Questions on 
Will Contest 


Washington—Supreme Court 
In re Donaldson’s Estate, 173 P. (2d) 159. 


On the basis of considerable testimony, 
the trial court dismissed a will contest for 
failure to prove undue influence on the part of 
beneficiary who had entered into a contract 
to perform certain obligations. The court re- 
fused to consider a question of ademption or 
lapsed legacy. On appeal, it was 


HELD: Judgment affirmed. The evidence 
sustained the finding that no undue influence 
was exerted upon the testatrix and that the 
beneficiaries substantially complied with the 
terms of the contract whereby a will was to 
be executed in their favor. 

The lower court properly refused to con- 
sider the question of ademption on lapsed leg- 
acy; on a will contest, the only issue before 
the court is the capacity to execute a will. 
Allowance of costs to the proponents was not 
an abuse of discretion. 

—Staff Digest 


WILLS — Probate — Public Policy — 
Test of Validity of Provision — Mate- 
riality of Intention of Testator 


New York—Appellate Division 1st Dept. 


Matter of Central Hanover Bank & Trust Co. (Roth- 
child), N. Y. L. J., Dec. 31, 1946. 


The will created a trust for testator’s son 
for life, remainder over to the son’s widow 
and issue other than his then wife and issue 
of such wife. The will expressed the testator’s 
“purpose and will that under no circumstances 
shall any portion” of the estate be paid to the 
then wife of the son or any issue of such 
wife. It was claimed that the will was invalid 
because contrary to public policy in that it 
was the testator’s purpose to induce the son 
to divorce his then wife. A motion was made 
to take pre-trial testimony of witnesses as 
to testator’s motive and purpose. The motion 
having been denied, this appeal was taken. 

HELD: The will not being contrary to pub- 
lic policy, the motion to examine as to the 
testator’s intent was properly denied. The 
sole test to be applied where the will language 
is unambiguous and parol evidence is not 
needed to clarify its meaning, is whether the 
language thus used tends to induce a divorce. 
If it does not, there has been no violation of 
public policy and the testator’s intent is im- 
material. 

Whether the will does tend to induce divorce 
necessitates an examination of the means em- 
ployed since the determinative factor is the 
likely effect of the provisions of the will on 
the person to be influenced. The provision for 
the son is constant and would not be affected 
by a change in his marital relationship. A 
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divorce would only benefit others after his 
death and could only result in an increase 
in his financial obligations during his lifetime. 
Thus viewed, it cannot be said that the will 
language tends to induce a divorce. It is 
immaterial that the will excludes the present 
wife and children. That provision, represent- 
ing the free choice and disposition of the 
testator’s property, cannot be challenged. 


WILLs — Probate — Requirements for 
Holographic Will 


Tennessee—Court of Appeals 


Northcross v. Taylor, 197 S. W. (2d) 9, 
denied by Supreme Court). 


(certiorari 


After decedent’s death, a holographic codicil 
to her will was found in a pasteboard box on 
a table by her bed, in which she kept writing 
material, jewelry, letters, etc., and it was 
shown by four witnesses that this paper was 
entirely in the handwriting of the testatrix. 


It was contended that the codicil was not 
executed in accordance with Code Sec. 8090, 
which required that a holographic will, to be 
valid, must be found among valuable papers’ 
or lodged in the hands of another for safe- 
keeping, and the handwriting must be proved 
by at least three witnesses. The contention was 
that this Section was not in conflict with Chap- 
ter 125 of the Act of 1941 and, therefore, was 
not repealed. 
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The Act of 1941 provides that: “No witness 
to a holographic. will is necessary, but the 
signature and all its material provisions must 
be in the handwriting of the testator and his 
handwriting must be proved by two witnesses.” 

HELD: Sec. 8090 is inconsistent with the 
Act of 1941 which repeals all Acts inconsistent 
with its provisions. The 1941 Act is compre- 
hensive and intended to cover the whole sub- 
ject matter involving the ‘execution of wills 
in this State. Therefore, it is not necessary 
that a holographic will be found among the 
testator’s valuable papers. 


WILLS — Probate — Standing of Executor 
to Contest Later Will 


New Jersey—Prerogative Court 
Gaeta v. De Gise’s Will, 49 Atl. (2d) 484. 


Decedent executed a will naming Gaeta and 
her husband as executors. Later she executed 
another will naming appellant executor. She 
died predeceased by her husband. Gaeta filed 
a petition for probate of the first will, and 
later the appellant filed the second will for 
probate. On the same day Gaeta filed a 
caveat against any will later than the one pro- 
posed by him. With the second will there 
was presented a consent signed by all the 
heirs and next of kin of decedent joining in 
the petition for probate of the second will. 
The heirs and next of kin, who are all the 
persons who would take under the first will, 
but who wish the second one probated, made 
the motion under review here to prevent 
Gaeta from proceeding with his caveat. The 
Orphans’ Court denied the motion. 

HELD: Reversed. There is no direct author- 
ity in this State on the right of an executor, 
purely as such and without the approval of 
the beneficiaries, to contest a subsequent will. 
This court must therefore decide the question 
on a consideration of the principles involved. 

The caveator here has no such interest in 
the estate as entitles him to contest the sec- 
ond will. He is not a beneficiary, nor is he an 
heir or next of kin. He does not represent the 
beneficiaries who make no claim under the 
first will. They have not only consented to the 
probate of the second will, which would re- 
voke the first one, but they actively oppose 
the filing of the caveat. Under these circum- 
stances, the Orphans’ Court should have 
granted the motion to dismiss the caveat. 

Staff Digest 


WILLs — Probate — Revocation — De- 
pendent Relative Revocation 
California—District Court of Appeal 
Estate of Kahan, 76 A.C.A. 909 (Nov. 13, 1946). 


Kahan died October 30, 1942, leaving a will 
dated January 31, 1936 and a codicil dated 
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August 24, 1942. The Probate Court held that 
since decedent died within six months afier 
execution of codicil and left brothers as heirs, 
only one-third of the estate could go to charity 
(Probate Code, Sec. 41). Codicil showed testa- 
tor did not intend to revoke charitable dis- 
position made by the 1936 will, but to confirm 
it. On appeal, 

HELD: Codicil did not effect complete re- 
publication of will to such an extent as to 
nullify the charitable gifts. Where revocation 
of a former will is inseparably related to 
and dependent upon the legal effectiveness of 
the new disposition, the earlier will is to be 
given effect to the extent that it is not ex- 
pressly modified by the codicil. On this point, 
the court cites Estate of Kaufman, 25 Cal. 
2d 854, 155 P. 2d 831. 
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The Creation of Estate Plans, by Mayo 
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Life Insurance and Annuities in Estate 
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The Treasury Interprets the Clifford Case, 
by Joseph B. Lynch: Fordham Law Review, 
November. 
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Foreign Trust Company May Not Act 
in Texas 


A FOREIGN TRUST COMPANY must obtain a per- 
mit to do business in Texas before it can exe- 
cute a trust consisting of real estate located 
in Texas, according to a recent opinion of 
that State’s Attorney General. Administration 
of such a trust would be the carrying on of 
business within the State; hence a permit is 
necessary. 





HOW AN EMPLOYEE AND HIS BENEFICIARY ARE TAXED 
ON DEATH BENEFITS 


Reprinted by permission from J. K. Lasser’s Tax Clinic, in The Journal of Accountancy, Nov. 1946. 


HE FOLLOWING SCHEDULE prepared by Sydney Prerau shows how benefits re- 
aT calves by beneficiaries of an employee are taxed for income tax, estate tax, and gift 
tax. The column at the left indicates the conditions under which payment might be 
made. Follow it through on the right hand columns to find out what happens. 





If Payments Are 
Made Under 


An informal ar- 
rangement 


As to the Employee 





Income Tax 


No 


Estate Tax 
No 


Gift Tax 


No 








A contract—sub- 
ject to conditions 
at death of em- 
ployee 


‘No 


No 





No 








A contract — not 
subject to condi- 
tions at death of 
employee 





An exempt em- 
ployees’ trust 


A non-exempt em- 
ployees’ trust — 
employees’ rights 
forfeitable 


A non-exempt em- 


ployees’ trust — 
employees’ rights 
non-forfeitable 


A joint or surviv- 


or annuity con- 
tract 


A life - insurance 
policy purchased 
by employer 





If revocable beneficiary or elec- 
tion of joint or survivor income 


Yes 


No 


If irrevocable beneficiary or 
election of joint or survivor in- 


come 
No 


Yes 


As to Beneficiary 


Income Tax 


No 


No. Unless it is 
income to de- 
ceased 


Yes, if you were 


designated or em- 
ployer elected, 
joint or survivor 
income instead of 
life pension 


Yes 


Yes 





No. (It was 
taxed when 
employer con- 
tributed to 
trust) 


Yes 


Yes 





No 


No. (It was 
taxed when 
employer gave 
policy to em- 
ployee) 





Poetic Will 


“All my earthly goods I have in store, 
l'o my dear wife I leave forever more; 


I freely give, no limit do I fix. 


This is my will, and she, the executrizx.” 


Yes, cost of 
annuity is 
compensation 


Yes, if em- 
ployee irrevoc- 
ably selected’ 
either this 
method or the 
beneficiary 


Yes, as an annuity 





No 


On Jan 11, 1928, the late Henry C. Farrand 


of Bloomfield, N. J., wrote the above poem. 
It was recently admitted to probate as Mr. 
Farrand’s will by George H. Becker, Essex 


County surrogate. It was properly signed and 


witnessed, officials said. 
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